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NOMWATION  OF  FRANK  N.  NEWMAN  TO  BE 
UNDER  SECRETARY  OF  THE  TREASURY  FOR 
DOMESTIC  FINANCE 


FRIDAY,  MAY  7,  1993 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Washington,  DC. 

The  committee  met  at  10:05  a.m.,  in  room  SD-538  of  the  Dirksen 
Senate  Office  Building,  Senator  Donald  W.  Riegle,  Jr.  (chairman  of 
the  committee)  presiding. 

OPENING  STATEMENT  OF  CHAIRMAN  DONALD  W.  RIEGLE,  JR. 

The  Chairman.  The  committee  will  come  to  order.  Let  me  wel- 
come all  those  in  attendance  this  morning. 

Today  the  committee  is  going  to  consider  the  nomination  of 
Frank  Newman  to  be  Under  Secretary  for  Domestic  Finance  at  the 
Department  of  the  Treasury.  While  this  nomination  was  originally 
referred  to  the  Finance  Committee,  I  appreciate  the  fact  that 
Chairman  Moynihan  has  agreed  to  delay  the  full  Senate  vote  on 
Mr.  Newman  until  after  our  committee  has  had  the  opportunity 
today  to  hear  from  him. 

Over  50  percent  of  the  time  of  the  Under  Secretary  for  Domestic 
Finance  is  devoted  to  matters  within  the  jurisdiction  of  this  com- 
mittee. The  Under  Secretary  for  Domestic  Finance  assists  the  Sec- 
retary and  Deputy  Secretary  of  the  Treasury  in  banking,  finance, 
and  economic  matters.  These  responsibilities  include  the  develop- 
ment of  policies  and  guidance  of  Treasury  Department  activities  in 
the  areas  of  monetary  affairs,  financial  institutions  policy,  manage- 
ment of  public  debt,  and  domestic  fiscal  and  economic  monetary 
matters. 

Historically,  the  person  that  occupies  this  position  has  played  a 
very  important  role  in  formulating  Treasury  positions  on  financial 
services  issues  and,  obviously,  those  are  a  major  focus  of  the  inter- 
est and  responsibility  of  this  committee. 

I  want  to  say  that  Mr.  Newman  brings  very  impressive  creden- 
tials to  this  position.  He  graduated  magna  cum  laude  in  economics 
from  Harvard  University  and  has  served  as  the  executive  vice 
president  and  chief  financial  officer  of  Wells  Fargo  Bank.  Most  re- 
cently, he  served  as  vice  chairman  of  the  board  and  chief  financial 
officer  of  Bank  America  Corporation. 

It  is  my  intention,  of  course,  to  support  Mr.  Newman.  But  before 
we  get  to  that  point,  we  look  forward  to  his  remarks  to  the  commit- 
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tee  today  and  responding  to  questions  that  the  committee  has  for 
him. 

Before  I  go  ahead  and  ask  you  to  stand  and  take  the  oath  and 
make  your  opening  comments,  I  am  going  to  call  on  Senator 
Faircloth  for  any  comments  he  has  and  any  other  Senator  that  ar- 
rives. 

Senator  Faircloth.  Mr.  Chairman,  I  don't  have  any  comments 
at  this  point. 

The  Chairman.  Mr.  Newman,  let  me  ask  you  to  stand  and  raise 
your  right  hand  if  you  would,  please. 

[Witness  sworn.] 

Let  me  welcome  you  again.  We  have  had  now  already  a  number 
of  occasions  to  meet  and  talk  on  different  issues  that  work  is  being 
done  on.  Let  me  invite  you  now  to  make  any  opening  comments  you 
want  to  make  and  then  we  will  go  to  questions. 

TESTIMONY  OF  FRANK  N.  NEWMAN  OF  SAN  FRANCISCO,  CA 

Mr.  Newman.  Thank  you,  Mr.  Chairman.  I  have  a  brief  opening 
statement. 

I  would  like  to  thank  you  and  Senator  Faircloth  for  giving  me 
this  opportunity  to  appear  before  you  today.  Some  of  the  members 
of  the  committee  were  able  to  fit  time  into  their  schedules  to  meet 
with  me  prior  to  the  hearing  and  I  appreciate  that  opportunity,  too. 
And  I  look  forward  to  future  opportunities  for  discussion  with 
members  I  have  not  yet  met  personally. 

It  is  a  privilege  to  be  considered  for  service  in  President  Clinton's 
administration  and  in  the  Department  of  the  Treasury  under  the 
leadership  of  Secretary  Bentsen.  In  addition,  if  confirmed,  I  hope 
to  work  closely  and  diligently  with  this  committee  on  issues  of  mu- 
tual concern  and  opportunity. 

I  realize  that  there  are  sometimes  a  number  of  different  perspec- 
tives represented  in  the  committee.  I  believe  that  is  one  of  the 
strengths  of  our  system  of  democracy,  and  I  have  come  to  Washing- 
ton determined  to  listen  carefully  and  to  try  to  understand  and  ap- 
preciate key  different  views  on  issues  as  I  develop  my  own 
thoughts  on  the  balance  of  alternatives. 

The  primary  responsibilities  of  the  Under  Secretary  for  Domestic 
Finance  in  this  administration  will  include  policy  matters  regard- 
ing financial  institutions,  Federal  debt  finance,  financial  regula- 
tion, and  capital  markets,  as  well  as  responsibility  for  fiscal  man- 
agement, operations  supporting  Treasury  auctions,  and  other  forms 
of  debt  issuance.  These  responsibilities  include  a  range  of  matters 
relating  to  the  banking  system.  And  if  confirmed,  I  would  look  for- 
ward to  working  with  the  committee  on  many  of  them. 

In  addition,  I  hope  to  have  some  constructive  role  in  the  formula- 
tion of  economic  policy.  I  hope,  for  example,  to  improve  our  under- 
standing of  the  implications  of  the  fiows  of  funds  through  the  fi- 
nancial system  as  a  result  of  Government  debt  and  debt  financing 
during  periods  of  both  weak  and  strong  economies. 

I  look  forward  to  working  closely  with  the  Federal  Reserve  and 
the  FDIC  in  addition  to  the  Congress  on  programs  to  assure  that 
the  Nation  has  a  strong,  safe,  and  resilient  system  of  financial  in- 
stitutions that  can  and  will  constructively  and  fairly  serve  the  eco- 
nomic and  community  needs  of  the  Nation. 


If  confirmed,  I  will  undertake  the  very  challenging  responsibil- 
ities of  the  Office  of  the  Under  Secretary  to  the  best  of  my  abilities. 

Thank  vou,  Mr.  Chairman. 

I  woula  be  pleased  to  respond  to  any  questions  of  the  committee. 

The  Chairman.  Before  we  go  to  the  questions,  let  me  call  on  Sen- 
ator D'Amato  for  any  comment  he  wishes  to  make  at  the  beginning. 

OPENING  COMMENT  OF  SENATOR  ALFONSE  M.  D'AMATO 

Senator  D'Amato.  I  am  pleased  to  have  the  opportunity  to  speak 
with  you  and,  Mr.  Chairman,  I  have  one  question  as  it  relates  to 
small  business.  When  my  time  arrives  for  it,  I  would  like  to  pose 
it  to  our  nominee. 

The  Chairman.  Very  good. 

Senator  Bond? 

OPENING  COMMENT  OF  SENATOR  CHRISTOPHER  S.  BOND 

Senator  Bond.  I  will  wait  until  the  question  period.  I  am  de- 
lighted to  have  you  with  us,  Mr.  Newman. 

The  Chairman.  Let's  start  out  with  respect  to  a  discussion  on  the 
Government  auction  market.  Earlier  this  week,  the  Treasury  un- 
veiled plans  to  cut  its  sales  of  30-year  bonds  and  to  stop  selling  7- 
year  notes  in  a  bid  to  cut  costs. 

What  do  you  think  the  savings  will  be  from  this  plan?  And  what 
can  you  tell  us  about  the  analysis  that  was  done  prior  to  its  an- 
nouncement and  whatever  projections  have  been  made  that  this  is 
based  on? 

Mr.  Newman.  Well,  the  underlying  philosophy  was  to  try  to  de- 
velop a  strategy  that  would  save  expense  for  the  Government  over 
the  long  term  given  the  fact  that  historically  for  the  past  40  years 
at  least  there  has  been  an  upward  sloping  yield  curve.  And  in  gen- 
eral, it's  reasonable.  Most  economists  would  expect  there  would 
continue  to  be  an  upward  sloping  yield  curve. 

We  did  not  intend  to  try  to  find  a  particular  scenario,  a  particu- 
lar set  of  savings  or  a  particular  set  of  interest  rate  assumptions 
over  the  short  term.  In  terms  of  the  budget  implications,  that's 
something  that  0MB  and  presumably  CBO  will  be  working  on.  But 
the  way  in  which  we  address  that  is  not  to  try  to  find  a  specific 
set  of  savings,  assuming  a  particular  pattern  of  interest  rates  over 
the  next  3  years,  but  rather  to  develop  a  strategy  which,  in  a  vari- 
ety of  different  rate  scenarios  and  over  the  long  term,  would  be 
likely  to  save  money. 

The  Chairman.  Is  any  of  that  analysis  that's  been  done  there 
something  that  you  can  share  with  us  in  any  detail?  I'm  not  asking 
to  look  at  working  papers,  but  can  you  sort  of  walk  us  through  a 
little  bit  of  what  the  thinking  is? 

Mr.  Newman.  A  lot  of  it  is,  of  course,  predecisional  working  pa- 
pers. But  in  terms  of  the  underlying  approaches  and  analysis,  we 
would  be  happy  to  sit  down  with  you  at  your  convenience,  Mr. 
Chairman. 

The  Chairman.  Let  me  talk  about  the  issue  of  preventing  any  fu- 
ture problems  in  either  the  banking  or  the  thrift  industries. 

Four  years  ago,  when  Treasury  Secretary  Brady  testified  before 
this  committee,  that  was  February  22,  1989,  he  came  in  and  he 
first  presented  the  Bush  administration  plan  to  deal  with  the  prob- 


lems  of  the  thrift  industry.  Here  are  some  of  the  things  that  he 
said. 

He  said,  never  again  should  a  Federal  insurance  fund  that  pro- 
tects depositors  remain  insolvent.  Never  again  should  insolvent 
federally  insured  depository  institutions  remain  open  and  operate 
without  sufficient  private  capital  risk.  And,  never  again  should 
risky  activities  be  permitted  by  individual  States  and  be  put  under 
the  Federal  deposit  insurance  fund. 

I  am  wondering  in  terms  of  where  we  are  now,  a  lot  has  been 
done  and  written  and  put  in  legislation,  and  it  has  been  in  place 
for  a  period  of  time.  The  economy  has  moved  ahead  during  that  pe- 
riod. I  am  wondering  what  additional  steps  if  any  do  you  believe 
should  be  taken  to  safeguard  the  Bank  Insurance  Fund  and  the 
Savings  Association  Insurance  Fund  in  the  future? 

Mr.  Newman.  Mr.  Chairman,  let  me  divide  them  into  those  two 
pieces  because  I  think  they  are  very  different  issues.  The  Bank  In- 
surance Fund,  I  believe,  is  in  quite  good  shape  at  this  point  in 
time.  The  banking  industry  is  in  quite  good  shape.  Issues  about  the 
long-term  future  of  the  banking  industry  are  a  separate  set  of  is- 
sues that  need  to  be  addressed,  and  we  plan  to  address  them  dur- 
ing the  course  of  upcoming  months  and  years. 

But  in  terms  of  the  fundamental  health  at  this  point  in  time,  and 
the  degree  of  risk  to  the  Bank  Insurance  Fund,  that  is  not  a  major 
concern.  There  are  a  number  of  steps  that  are  being  taken  and 
should  be  taken,  and  we  are  going  to  beef  them  up  to  assure  that 
they're  the  kinds  of  risk  that  might  develop  in  the  banking  system. 
For  example,  through  increased  use  of  swaps  and  derivatives  or  in- 
creased use  of  a  variety  of  different  mechanisms  to  deal  with  inter- 
est rate  risk. 

That  those  tools  are  properly  and  fully  examined  requires  a 
beefing  up  of  the  examination  force  specialized  training  to  deal 
with  those  particular  forms  of  risk.  But  at  the  moment,  there  is  no 
reason  to  believe  that  any  of  them  pose  any  serious  risk  to  the  sys- 
tem or  to  the  Bank  Insurance  Fund. 

With  respect  to  the  thrift  industry,  of  course,  we  have  a  very  dif- 
ferent situation.  The  thrift  industry,  although  it  is  recovering  from 
its  very  difficult  times  and  recently  has  been  performing  far  better 
than  before,  has  still  got  a  number  of  institutions  that  are  problem 
institutions  and  that  are  very  poorly  capitalized,  and  the  OTS  has 
on  its  list  for  potential  conservatorship  or  receivership. 

As  you  know.  Secretary  Bentsen  has  requested  funds  to  complete 
the  RTC  and  the  safe  resolution  of  a  number  of  those  institutions. 
In  the  meantime,  in  order  to  prevent  future  problems,  the  OTS  has 
undertaken  a  number  of  regulatory  steps  in  concert,  basically,  with 
the  banking  regulators  to  deal  with  the  avoidance  of  those  kinds 
of  problems  in  the  future,  to  deal  with  the  avoidance  of  runaway 
loan  quality  problems,  runaway  interest  rate  risk,  and  runaway 
fraud  and  mismanagement. 

The  Chairman.  One  of  the  issues  that  I  particularly  feel  strongly 
about  and  that  we've  acted  legislatively  to  deal  with  but  is  still  a 
matter  of  concern  to  me,  is  the  degree  to  which  the  Federal  Gov- 
ernment extends  the  Federal  deposit  insurance  net  out  over  State- 
authorized  activities  where  they  differ  from  what  is  in  the  Federal 
charter.  I  think  the  S&L  experience  is  very  clear  on  that  point,  but 


just  as  a  general  proposition,  why  should  the  Federal  Government 
be  providing  Federal  deposit  insurance  for  activities  that  an  indi- 
vidual State  may  decide  it  wants  to  take  on,  but  not  insure  itself. 

Mr.  Newman.  In  principle,  Mr.  Chairman,  I  would  agree  with 
your  fundamental  concern  if  in  fact  we  are  going  to  provide  Federal 
insurance  for  an  institution  that  is  regulated  by  State  regulators 
and  that  operates  within  a  set  of  laws  provided  by  the  States.  Then 
it's  essential  that  we  have  a  Federal  regulatory  agency,  which  in 
this  case  would  be  the  FDIC,  overseeing  the  regulatory  activities 
of  those  institutions  to  make  sure  that  the  FDIC  is  satisfied  that 
the  supervision  being  provided  by  the  State  is  satisfactory  from  the 
point  of  the  insurer. 

There  may  also  be  circumstances  in  which  the  nature  of  the  busi- 
ness done  by  a  given  State  institution  in  a  particular  State  is  such 
that  it  actually  warrants  a  higher  premium  than  other  institutions 
would  pay.  It's  a  fundamental  principle  of  insurance.  It  doesn't  nec- 
essarily mean  that  an  activity  needs  to  be  prohibited  in  order  to 
have  Federal  insurance.  But  if  in  fact  there  is  grounds  to  believe 
that  a  particular  set  of  activities  is  higher  risk,  not  unsafe  and  un- 
sound, but  higher  risk,  then  it  may  warrant  a  higher  premium. 
That  is  a  matter  for  the  FDIC  board  to  determine,  but  I  personally 
believe  it  is  something  that  is  worthy  of  consideration. 

The  Chairman.  I  want  to  flag  it  and  get  it  up  on  the  central 
radar  screen  with  a  flashing  light  for  you  so  that  we  don't  lose 
track  of  that  one,  because  I  don't  want  to  have  a  situation  arise  in 
the  future  where  there  is  this  sort  of  spreading  out  of  State-author- 
ized activities  that  are  nevertheless  under  the  umbrella  of  Federal 
deposit  insurance. 

It  is  very  tough  for  the  Federal  people  and  experience,  I  think, 
proves  this  to  keep  track  of  all  the  different  things  that  States  may 
or  may  not  do,  and  how  they  may  be  working  in  real  time. 

There  is  a  certain  amount  of  skepticism  about  Federal  deposit  in- 
surance anyway,  but  I  think  it  ought  to  be  limited  to  those  activi- 
ties which  we  authorize.  If  the  States  want  to  go  beyond  that,  I 
think  they  need  a  different  format  in  which  they  do  it.  And  if  they 
want  to  assume  the  risk,  that's  a  decision  they  can  make.  But  I  am 
not  enthusiastic  about  them  dumping  that  risk  profile  back  on  the 
Federal  deposit  system. 

Senator  Faircloth? 

Senator  Faircloth.  Thank  you,  Mr.  Chairman. 

Mr.  Newman,  you  mentioned  that  the  FDIC  was  in  good  shape. 
I  am  delighted  to  hear  that,  that  you  saw  no  immediate  risk.  And 
a  few  short  months  ago,  there  was  a  great  conversation  that  it  was 
in  pretty  dire  straits,  that  it  had  to  be  boosted,  and  there  were  var- 
ious further  increases  in  taxes  or  demands  from  the  banks.  What's 
brought  it  about?  How  much  money  is  there  and  how  many  big 
banks  that  might  be  on  the  doubtful  list  could  it  absorb? 

Mr,  Newman.  In  essence.  Senator  Faircloth,  I  think  the  banking 
system  has  gone  through  its  very  difficult  time  that  occurred  dur- 
ing the  last  recession  and  dealt  with  the  loan  problems  that  needed 
to  be  dealt  with  during  that  period  of  time.  It  is  now  coming  out 
of  that  in  better  shape. 


Capital  has  been  built  up.  The  total  amount  of  capital  accumu- 
lated in  the  banking  system  has  been  very  ample  during  those  past 
couple  of  years. 

At  this  point  in  time,  the  FDIC  lists  only  ten  BIF-insured  banks 
with  less  than  $2  billion  in  assets  on  its  critically  undercapitalized 
list.  That  is  a  relatively  low  number  for  it.  And  it  is  very  unlikely 
that  all  of  that  will  turn  into  losses. 

Senator  Faircloth.  It  lists  ten  banks  with  total  assets  of  $2  bil- 
lion? 

Mr.  Newman.  Yes,  Senator. 

Senator  Faircloth.  On  the  questionable  list? 

Mr,  Newman.  On  the  critically  undercapitalized  list. 

Senator  Faircloth.  What  are  the  assets  of  the  FDIC? 

Mr.  Newman.  The  BIF  fund  itself  is  about  at  a  break-even,  as 
I  understand  it.  It  does  have,  as  you  know,  a  line  of  credit  that  it 
can  draw  upon.  But  it  has  been  restoring  its  reserves,  if  you  will, 
at  a  fairly  rapid  pace. 

Senator  Faircloth.  Paying  back  the  money  that  it  drew  down 
from  the  reserves? 

Mr.  Newman.  I  guess  essentially  that's  it. 

Senator  Faircloth.  What  would  be  the  net  of  the  FDIC  today? 

Mr.  Newman.  I  don't  know  the  precise  figure.  Senator. 

Senator  Faircloth.  About  what? 

Mr.  Newman.  About  a  break  even  in  its  insurance  fund  itself  at 
this  point  in  time,  that  there  is  no  net  reserve  built  up,  and  its 
process  of  building  toward  this  IV4  percent  target.  But  that  it  has 
made  significant  improvement  over  this  past  year  when  it  was  run- 
ning at  a  negative  point  to  get  to  this  current  point. 

Senator  Faircloth.  Senator  Bond? 

Senator  Bond.  I'd  be  happy  to  defer  to  our  ranking  member.  He 
said  he  had  just  one  question. 

Let  me  ask  a  couple  of  questions  that  we  continually  visit  and 
revisit  around  here. 

The  administration  has  announced  a  package  of  regulatory 
changes  to  ease  the  industry's  regulatory  burden.  Have  you  had  an 
opportunity  to  review  legislation  which  might  be  needed  to  change 
some  of  these  burdens?  Or  do  you  think  that  administrative 
changes  will  suffice  to  make  a  significant  impact  on  what's  viewed 
by  many  bankers  as  a  very,  very  excessive  burden  of  regulation? 

Mr.  Newman.  Senator,  we  share  the  fundamental  concerns  about 
the  burden  of  regulation,  really,  in  two  different  ways.  One  is  the 
extent  to  which  over-done  regulation  has  hampered  lending  need- 
lessly without  substantive  improvement  to  safety  and  soundness. 
This  is  particularly  so  for  small-  and  medium-size  businesses.  That 
really  has  been  the  principal  focus  of  the  President's  credit  crunch 
alleviation  initiative.  And  steps  are  still  unfolding  in  that  regard. 

The  second  concern  is  simply  one  of  inefficiency  of  overhead,  of 
wasted  effort  as  a  result  of  regulation  in  large  banks  and  in  small 
banks,  although  the  burden  may  be  disproportionately  higher  for 
smaller  banks  which  creates  a  serious  problem  for  them. 

That,  too,  is  something  that  we  are  looking  at  carefully.  We  are 
trying  through  administrative  action  to  relieve  as  much  of  the  un- 
productive burden  as  we  possibly  can.  There  will  be  a  second  stage 
at  which  we  get  to  look  at  possible  legislation. 


We  understand  that  a  number  of  Senators  and  Congressmen 
have  suggested  legislative  change.  We  would  like  to  look  at  it  very 
carefully,  item  by  item,  to  make  sure  that  we  are  addressing  only 
those  issues  which  in  fact  cause  needless  burden  and,  in  fact,  don't 
really  add  substantively  to  safety  and  soundness. 

We  have  no  intention  of  proposing  any  sweeping  changes  which 
would  change  the  fundamental  protections  for  the  financial  system. 

Senator  Bond.  We  are  going  to  need  your  leadership  and  your 
support  for  making  those  changes.  And  I  would  suggest  that  one 
of  the  areas  about  which  we  hear  the  most  complaints  is  something 
that  sounds  very  good.  The  title  'Truth  in  Savings"  sounds  like  a 
wonderful  objective.  No  one  could  quarrel  with  its  objective. 

But  many  of  the  bankers  in  my  State,  particularly  smaller  banks, 
say  that  the  way  we  go  about  providing  this  protection  is  exces- 
sively complicated.  We  would  hope  that  you  would  take  a  look  and 
ask,  can  we  achieve  the  legitimate  objectives  without  all  of  the  ex- 
cessive hassles  and  requirements  that  come  with  it. 

Mr.  Newman.  Senator,  I  think  that  is  an  excellent  example.  I 
would  hope  that  the  Treasury  and  the  regulatory  bodies  would  be 
working  actively  with  this  committee  on  not  only  corrections  of  the 
inadvertent  burden  that  was  created  in  the  past,  but  also  as  new 
legislation  comes  up  to  get  a  clear  understanding  of  the  regulatory 
implications  of  any  particular  piece  of  legislation  and  a  particular 
set  of  wording. 

Because  it  would  be  very  unproductive  for  us  to  have  a  new  piece 
of  legislation  that  sounds  like  it  is  doing  something  constructive, 
but  leaves  the  regulators  in  a  situation  where  they  have  difficulty 
implementing  it  in  an  effective  way.  And  I  think  it  is  our  respon- 
sibility to  come  to  you  and  to  explain  those  concerns  as  you  are 
considering  legislation. 

Senator  Bond.  Another  area,  where  we  hear  a  great  deal  of  con- 
cern is  on  the  Community  Reinvestment  Act.  Many  people  have 
suggested  that  this  has  become  a  paperwork  chase  where  process 
is  emphasized  over  substance.  Even  the  groups  that  are  supposed 
to  benefit  from  it  express  frustration  that  the  CPIA  has  done  noth- 
ing but  kill  an  unnecessary  number  of  trees  because  people  spend 
most  of  their  time  writing  memos  rather  than  making  loans  in  the 
targeted  areas.  Do  you  have  any  specific  ideas  on  how  we  might  be 
able  to  streamline  that  process? 

Mr.  Newman.  Yes,  Senator.  I  would  agree  with  your  overall  con- 
cern on  both  sides,  both  the  implementation  and  the  examination 
of  the  implementation  of  the  Community  Reinvestment  Act  have 
not  been  as  effective  as  they  should  be  to  make  sure  that  the  serv- 
ices delivered  to  the  communities  are  what  was  intended  by  the 
law.  That's  something  the  regulatory  authorities  are  addressing 
right  now.  At  the  same  time,  we  have  created  a  needless  paper  bur- 
den. 

The  President  the  other  day  commented  on  an  initiative  that  the 
regulatory  authorities  are  doing  jointly.  The  Comptroller  of  the 
Currency  and  the  OTS,  which  fall  within  Treasury  in  coordination 
with  the  Federal  Reserve  and  the  FDIC  are  working  to  develop 
more  performance-oriented  CRA  standards.  These  would  not  be 
precise  numerical  guidelines,  but  they  would  be  much  better  de- 
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fined  measures  of  what  is  a  successful  CRA  program  based  on 
loans  actually  made  rather  than  trees  killed. 

Senator  Bond.  That  certainly  would  seem  to  make  some  sense. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Bond. 

Senator  D'Amato? 

Senator  D'Amato.  Mr.  Newman,  let  me  ask  you  if  you  have  had 
an  opportunity  to  review  the  issue  of  the  securitization  of  small 
business  loans  and  removing  some  of  the  regulatory  impediments 
that  now  make  securitization  difficult  if  not  impossible? 

Mr.  Newman.  Senator,  we  are  certainly  aware  of  the  initiatives 
that  you  have  introduced  in  that  regard  and  other  initiatives  in  the 
House.  We  share  your  fundamental  concern  that  we  should  be 
aware  of  and  address  any  impediments  that  have  inadvertently 
been  set  up  against  small-  and  medium-size  business  lending.  And 
as  you  know,  of  course,  the  credit  crunch  alleviation  initiatives 
were  intended  to  address  a  lot  of  that. 

The  idea  of  securitization  is  also  one  that  we  think  is  worthy  of 
serious  examination.  We  very  much  share  that  view.  We  have  not 
yet,  in  this  new  administration,  reached  the  point  of  having  delved 
into  it  with  our  analysis.  We  would  be  most  happy  to  join  with  you 
in  doing  that  to  see  if  we  could  understand  better  what  impedi- 
ments might  be  there  and  what  steps  might  be  taken  to  remove 
them  with  the  objective  of  making  it  easy  for  banks  to  make  small 
business  loans. 

Senator  D'Amato.  I  hope  you  would  pursue  that,  because  if  we 
leave  it  to  the  regulators,  we  will  be  studying  this  until  the  cows 
come  home. 

I  would  hope  that  we  could  count  on  you  pursuing  this  in  a  more 
vigorous  manner  than  the  regulators  generally  pursue  these  areas, 
because  there  are  some  problems  and  we  don't  want  to  adversely 
impact  the  soundness  and  safety  of  the  banking  system.  I  under- 
stand that. 

But  we  certainly  want  to  keep  our  eye  on  the  objective  of  permit- 
ting the  banks  to  do  the  kinds  of  things  that  they  cannot  do  now, 
because  a  prudent  banker  in  many  of  these  cases  is  not  making 
small  business  loans  due  to  the  various  requirements,  restrictions 
and  impediments  that  are  placed  upon  him.  He  is  much  better  off" 
buying  Government  paper. 

That's  why  good,  successful,  sound  businesses  today  are  being  de- 
nied credit  that,  under  most  cases  they  would  have.  But  prudent 
business  judgments  by  the  bankers  act  as  a  bar,  preclude  this.  And 
I  just  think  this  is  exactly  why  we  had  that  initiative  that  you 
spoke  to  and  that  I  spoke  very  favorably  about  with  respect  to  the 
President's  initiatives  to  lift  some  of  the  impediments  and  regula- 
tions that  impair  the  flow  of  credit  to  the  small  business  commu- 
nity. 

I  think  that  the  securitization  is  the  answer  to  a  lot  of  the  block- 
age. It  may  be  similar  to  open  heart  surgery  in  getting  some  new 
arteries  in  there  to  get  that  blood  to  the  failing  patient.  Because 
right  now,  the  failing  patients  are  the  small  business  community. 

If  anybody  wonders  why  we  are  not  creating  new  jobs,  it  is  be- 
cause there  is  a  lack  of  capital  to  the  small  business  community. 
We  keep  writing  and  writing  about  it.  We  know  that  the  major 


businesses  in  this  country,  for  the  most  part,  are  restructuring,  and 

that  they're  cutting  down.  I  saw  Jack  Welch  of  G.E.  today  on  a  TV 

program  in  a  seminar  saying  that  they  are  going  to  continue  this. 

So  as  the  major  corporations  retrench,  we  don't  even  have  the 

frowth  that  we  have  traditionally  had  that  comes  from  the  small 
usiness  community.  I  just  wonder  when  we're  going  to  wake  up. 
I  want  to  try  to  stress  the  importance  of  really  moving  this  for- 
ward. And  I  don't  understand  why  we're  not  doing  it  more  vigor- 
ously. 

If  indeed  you  worry  about  jobs,  then  for  God's  sakes,  get  help  to 
the  people  who  will  create  jobs.  Let  them  have  the  ability  to  raise 
capital  so  they  can  expand.  And  I  am  going  to  give  you  the  same 
two  stories. 

The  most  successful  hardware  marine  operation  in  Long  Island, 
the  most  successful,  and  he  can't  get  credit.  The  largest  gum  ball 
distributor  in  the  United  States  of  America,  Ball's  Vending,  can't 
get  credit. 

Now  if  you  have  two  successful  business  entrepreneurs  whose 
banks  are  giving  them  a  difficult  time,  imagine  the  marginal  opera- 
tors. You  can  do  all  the  job  stimulation  in  the  world,  50,000, 
100,000,  200,000  permanent  jobs,  300,000,  that  you're  going  to  be 
building  bridges  and  whatnot.  That's  not  going  to  begin  to  replicate 
what  the  business  community,  the  small  business  community  can 
do  day  in  and  day  out. 

I  don't  understand  it.  That  should  be  your  number  one  thing  in- 
stead of  fooling  around  with  all  these  kinds  of  things  that  don't 
make  any  sense.  And  I  found  your  explanation  acceptable,  but  I'm 
telling  you,  I  don't  understand — you  want  to  help  the  President? 
The  numbers  don't  look  good,  people — for  Grod's  sakes,  make  it  pos- 
sible for  the  banks  to  malte  it  more  possible. 

Now  they  are  not  going  to  rush  in  and  do  this.  You  know  the 
securitization  process  is  going  to  take  some  time.  They're  going  to 
have  to  learn,  they're  going  to  have  to  standardize.  But  why  not 
help  him?  He's  going  to  get  the  credit.  But  you  want  to  keep  fooling 
around,  delaying  it  and  studying  it,  what  do  vou  have  to  study?  To- 
morrow call  a  meeting.  It's  Saturday.  Call  them  in  and  say,  guys, 
let  me  hear  what  the  impediments  are.  Tell  me  what  they  are.  So 
they'll  tell  you. 

If  you  can't  put  together  a  team  to  deal  with  it,  then  something 
is  wrong  and  you  don't  deserve  to  be  there. 

Now,  you  know,  we're  going  to  be  back  at  this  thing.  I  promise 
you  we're  going  to  continue  to  bring  it  up.  Because  I  haven't  heard 
a  satisfactory  answer  and  we're  dilly  dallying.  Really,  we  are. 

Mr.  Newman.  Senator,  we  will  certainly  look  into  it  actively.  I 
should  also  add  it's  not  specifically  a  banking  issue.  In  addition  to 
the  question  of  credit  availability  for  small-  and  medium-sized  busi- 
nesses, we  are  also  going  to  take  a  look  at  capital  sources  and 
whether  there  are  any  problems  there  that  need  to  be  addressed 
in  terms  of  small-  and  medium-sized  businesses  getting  access  to 
capital  with  which  they  would  then  better  qualify  for  loans. 

Senator  D'Amato.  lliat's  good.  But  I  can  tell  you  something.  All 
your  fooling  around  with  community  banks  doesn't  mean  anything 
in  comparison  to  opening  up  the  stream  to  existing  businesses  and 
existing  facilities.  If  you  re  not  going  to  be  able  to  do  this,  I  mean, 
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you're  playing  at  the  margins.  You  are  really  playing  at  the  mar- 
gins. Arid  the  issue  is  so  critical  that  I  am  not  opposed  to  playing 
at  the  margins  and  doing  things  that  will  help  by  lifting  some  of 
the  regulatory  burdens,  et  cetera. 

But  that's  not  really  going  to  the  issue  as  to  why  it  is  that  a  suc- 
cessful company  thats  made  a  profit  for  20  consecutive  years  gets 
its  credit  pulled  back. 

But  if  you're  going  to  be  playing  around  with  community  develop- 
ment banks,  that  sounds  great.  Empowerment.  But  it's  not  going 
to  get  credit,  sufficient  credit,  out  to  America.  And  that's  what  we 
want  to  do. 

I  want  the  President  to  be  successful,  but  I  want  to  tell  you,  the 
longer  you  wait,  the  harder  it's  going  to  be.  Successful  businesses, 
fairly  successful,  will  stagger  on  instead  of  being  able  to  really  hit 
their  stride  and  put  Americans  back  to  work  and  do  that  which 
they  do  best,  which  is  provide  the  goods  and  services  for  Americans 
and,  in  so  doing,  expand  the  economy. 

That's  the  end  of  my  speech.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  D'Amato,  Mr.  Newman,  let  me  just  say 
I  am  working  with  Senator  D'Amato  on  a  bipartisan  basis  on  this 
issue  of  finding  the  method  and  the  best  method  within  the  bounds 
of  safety  and  soundness  to  enable  this  kind  of  securitization  of 
small  business  loans. 

And  we  want  to  press  ahead  and  find  an  answer  that  works,  and 
we  need  the  active  help  of  the  administration  in  this  area  so  that 
we  really  make  this  a  collaborative  effort  and  that  we  identify 
whatever  the  difficult  definitional  questions  are,  that  we  work 
them  through,  and  that  any  other  concerns  that  are  there  be  taken 
one  by  one.  And  I  think  they  can  be  resolved.  So  I  want  to  under- 
score the  intention  to  move  in  this  area,  but  I  want  us  to  do  that 
in  tandem.  I  think  it's  very  important  that  we  work  this  out  in  a 
fashion  that  can  accomplish  the  objective. 

If  there  are  pitfalls  that  you  see,  and  you  come  out  of  the  bank- 
ing sector  yourself,  your  own  background,  or  if  there  are  other 
questions  raised  by  the  regulators,  let's  get  them  out,  let's  take 
them  up.  Let's  figure  out  how  we  can  meet  any  concerns  that  are 
there.  So  I  want  to  ask  the  cooperation  of  the  administration  in 
that  fashion,  so  that  we  can  proceed  on  that  basis. 

Senator  D'Amato.  I  thank  the  Chairman. 

Mr.  Newman.  Mr.  Chairman,  I  would  be  very  happy  to  do  that. 

Let  me  also  mention  with  respect  to  some  of  the  particular  prob- 
lems, Senator  D'Amato,  that  you  referred  to  in  your  home  State, 
I  would  be  happy  to  have  somebody  take  a  look  at  that,  for  exam- 
ple, your  specific  case  of  the  company  on  Long  Island,  to  see  if  the 
problems  in  the  loan  application  for  that  individual  company  are 
ones  that  we  have  in  fact  sufficiently  addressed  in  the  credit 
crunch  alleviation  program  or  not,  or  whether  there  are  problems 
there  that  we  need  to  oe  more  aware  of,  and  need  to  more  actively 
address. 

Senator  D'Amato.  I  appreciate  that. 

I  used  that  by  way  of,  he's  going  to  make  it  because  he's  big 
enough.  He  may  not  be  able  to  carry  the  inventory.  He  has  to  go 
through  extraordinary  kinds  of  things  to  put  up  the  buildings  as 
collateral,  but  the  kinds  of  things  that  really  shouldn't  be  done. 
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And,  as  Harvey  pointed  out  to  me,  he  said,  you  know,  Senator 
if  I'm  struggling,  and  we're  the  most  successful,  imagine  those  who 
are  not  as  successful  as  we  are,  the  difficult  time  they  are  having, 
as  it  relates  to  securing  credit.  That's  what  I'm  concerned  about. 

And  then,  when  I  had  the  other  very  successful  business,  again 
quartered  in  Long  Island,  and  I'm  aware  of  the  situation  because 
my  aunt  worked  for  them  for  35  years,  but  the  biggest,  and  again 
they're  having  difficulty  obtaining  sufficient  credit  for  expansion, 
even  having  the  bankers  say  to  them,  maybe  you're  expanding  too 
quickly.  Imagine  that. 

In  some  of  these  businesses,  if  you  don't  expand,  your  competi- 
tors come  in  and  take  your  market  share.  So  that's  how  I  know  it's 
still  continuing,  because  these  situations  have  been  raised  to  me, 
with  me,  just  several  weeks  ago,  so  it's  there,  it's  still  there.  But 
I  appreciate  the  offer. 

The  Chairman.  Let  me  move  through  what  I  want  to  do  today, 
in  the  time  that  we  have. 

I've  got  a  series  of  policy  areas,  all  of  which  are  important,  some 
of  which  are  in  play  at  the  present  time,  some  of  which  need  atten- 
tion, and  I  want  to  make  sure  we've  got  some  good,  solid  bench- 
mark starting  points  with  respect  to  policy  perspectives  by  you  and 
by  the  administration,  as  really  sort  of  take  hold  here  and  start 
down  the  tracks.  So  I'm  going  to  move,  we've  crafted  these  ques- 
tions to  cover  the  whole  waterfront  here,  and  I  want  to  take  you 
through  them  as  readily  as  I  can. 

I  want  to  talk,  first,  about  loan  loss  reserves. 

At  the  present  time,  the  ratio  of  loan  loss  reserves  to  non-per- 
forming assets  shows  quite  a  variation  among  commercial  banks 
across  the  country.  In  particular,  regulators  are  permitting  money 
center  banks  to  hold  comparatively  low  loan  loss  reserves,  in  the 
40  percent  range,  compared  to  something  closer  to  the  80  percent 
plus  range  of  other  banks.  And  lower  reserves  permit  these  banks 
to  retain  higher  leverage  ratios. 

The  question  I  want  to  pose  is,  is  there  a  logical  justification  for 
this,  or  is  this  a  kind  of  implicit  forbearance  that  may  be  going  on 
here?  And  would  you  favor  a  more  systematic  approach  to  loan  loss 
reserves  for  all  banks,  regardless  of  their  size? 

Mr.  Newman.  Mr.  Chairman,  let  me  take  that  in  pieces. 

First  of  all,  if  I  may,  I'd  like  to  refer  back  to  a  question  asked 
by  Senator  Faircloth,  about  the  FDIC,  the  BIF  fund. 

Upon  further  reflection,  I  realize  that  I  should  probably  not  be 
speculating  without  getting  the  facts. 

As  you  know,  my  responsibilities  do  not  include  membership  on 
the  Board  of  the  FDIC,  and  I  don't  have  the  figures  at  my  finger- 
tips. But  I  would  like  to  find  out  more  specific  facts,  and  submit 
them  for  you  and  Senator  Faircloth. 

The  Chairman.  Very  good. 

Mr.  Newman.  On  this  particular  question,  there  are  a  couple  of 
issues  that  come  to  mind. 

The  first  is  that  non-performing  assets  nowadays  have  taken  on 
a  different  character  than  they  did  previously.  A  large  number  of 
the  assets  are  now  other  real  estate  properties  owned,  rather  than 
loans,  and  the  way  the  accounting  works,  the  loan  loss  reserve  is 
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not  used  to  support  any  potential  future  losses  that  might  occur  on 
real  estate  owned. 

That  is  a  direct  hit  to  the  earnings  account,  and  thus  to  the  eq- 
uity account.  So  in  trying  to  evaluate  the  appropriate  loan  loss  re- 
serve, one  really  needs  to  separate  out  the  real  estate  which,  in 
earlier  years,  was  a  much  smaller  proportion  of  the  problems  than 
it  is  right  now  from  the  loans.  The  loans  being  the  portion  that 
really  is  applicable  to  the  reserve. 

Unfortunately,  however,  I  don't  know  of  any  meaningful  way  to 
do  a  standard  comparison  from  one  bank  to  another  bank.  And  I 
believe  there  is  no  substitute  for  careful  specific  examination  on  a 
bank  by  bank  basis. 

The  composition  of  the  loan  portfolios  that  may  be  on  a  non-per- 
forming status  vary  so  much  from  one  bank  to  another,  that  I  think 
it's  almost  impossible  to  make  a  broad  statement.  Certainly,  the 
kinds  of  disparities  you  mention  raise  questions  that  I  think  the 
examiners  need  to  look  into.  And  those  questions  ought  to  be  stud- 
ied carefully. 

But  each  bank  should  be  examined  properly  on  its  own.  Its  own 
reserves  should  be  examined  based  on  the  particular  nature  of  its 
loan  portfolio,  it's  problem  loans,  its  regional  economy,  the  diver- 
sification of  its  loans,  the  degree  of  classification  by  internal  and 
external  examiners.  And  some  of  the  improvements  that  Gene  Lud- 
wig  is  instituting  at  the  OCC  I  think  will  help  in  this  regard.  But 
that's  the  proper  way  to  look  at  it. 

The  Chairman.  Even  if  you  put  in  this  caveat  about  real  estate 
holdings,  and  perhaps  in  effect  taking  properties  back  from  people 
who  defaulted  on  loans,  I  assume,  to  the  extent  that  problem  is  out 
there,  that's  kind  of  out  there  for  a  lot  of  banks,  maybe  for  some 
more  than  others,  who  really  went  overboard  in  that  respect. 

But  if  these  numbers  are  right,  and  if  you  see  the  money  center 
banks  with  such  a  significantly  lower  loan  loss  reserve  in  compari- 
son to  other  banks,  that  wouldn't,  to  my  mind  at  least,  initially  at 
least,  sufficiently  explain  that.  Why  should  there  be,  if  these  num- 
bers are  correct,  variations  that  extreme? 

Mr.  Newman.  The  problem,  Mr.  Chairman,  I  think,  is  in  the  de- 
gree of  loss  potential  that  might  be  in  any  non-accrual  loan. 

For  example,  if  a  loan  is  well  secured,  as  to  80  percent  of  its 
principal,  and  20  percent  is  in  doubt,  and  is  actually  classified  as 
doubtful,  the  regulations  require  that  that  entire  loan  be  put  on  a 
non-performing  status,  even  though  the  examiner  might  agree  that 
the  first  80  percent  is  basically  secure  and  without  substantial  risk. 

Therefore,  when  you  go  inside  the  bank  and  examine  it  carefully, 
using  all  the  loan  particulars,  the  internal  examiner  and  the  Fed- 
eral regulatory  examiner,  can  identify  the  fact  that  this  is  a  case 
where  80  percent  is  pretty  safe  and  20  percent  is  really  at  risk. 

When  you  see  it  reported  in  a  public  figure,  the  entire  hundred 
percent  is  placed  on  the  non-performing  list,  and  there  isn't  suffi- 
cient detailed  information  available  to  make  a  larger  judgment. 

In  another  case,  it  might  be  that  70  percent  of  the  loan  is  at  risk, 
and  only  30  percent  is  pretty  safe,  but  again  that  requires  going 
into  the  individual  portfolio  to  make  that  judgment. 
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The  Chairman.  Let  me  tell  you  what  my  concern  is.  And  I  want 
you  to  take  a  look  at  it  and  let  me  know  if  I  have  any  basis  for 
concern. 

I  think  there  are  a  lot  of  reasons  why  logic  would  say  that  if  a 
big  bank  gets  into  trouble,  that  it's  very  hard  to  deal  with.  We  have 
no  good  answers.  It's  sort  of  like  the  bank  that  makes  a  huge  loan 
to  somebody  and  finally  is  trapped  in  the  relationship  and  really 
can't  get  out  readily,  because  there's  no  workable  answers. 

And  I've  seen  situations  and  have  heard  of  situations  where  good 
loans  by  banks,  just  to  use  the  illustrated  example,  have  been 
closed  out  because  the  bank  has  had  to  continue  to  stay  with  an 
impaired  loan  that's  so  big  that  they  can't  wash  it  through.  So  the 
good  borrower  has  been  hurt  to  support  the  impaired  borrower.  It's 
one  of  these  perverse  things  that  happens. 

But  I'm  concerned  about  whether,  over  a  period  of  time,  there 
may  have  been  a  policy  in  place  to  bend  over  backward  for  the 
money  center  banks  who  may  in  fact  have  been  in  greater  dif- 
ficulty, and  that  there  may  be  an  implicit  sort  of  forbearance  policy 
that  is  sort  of  a  double  standard.  Now  to  the  extent  there  is,  maybe 
there's  some  powerful  argument  for  it  in  the  name  of  systemic  risk 
or  something  else. 

But  I  want  to  understand  whether  we've  got,  really,  a  dual 
standard  going,  and  whether  we  may  well  have  been,  or  be  in  a  sit- 
uation where  some  banks  are  being  given  a  more  favorable  treat- 
ment in  this  respect  than  other  banks  are. 

Mr.  Newman.  Mr.  Chairman,  I  will  look  into  that  for  sure. 

Most  of  the  banks  that  you're  referring  to  are  examined  by  the 
OCC,  which,  as  you  know,  is  part  of  the  Treasury,  and  I'll  work 
with  Gene  Ludwig  on  that  matter. 

Some  of  them  are  Federal  Reserve  examined,  and  I  will  get  the 
Federal  Reserve  to  look  at  that  exact  issue. 

I  do  share  your  concern  that  we  do  need  to  be  particularly  careful 
about  the  risk  in  large  banks.  We  don't  want  to  fall  into  the  too- 
big-to-fail  trap,  and  end  up  sort  of  inadvertently  protecting  share- 
holders of  large  banks.  That's  not  proper  at  all. 

On  the  other  hand,  we  do  need  to  make  sure  that  we  are  suffi- 
ciently and  properly  examining  large  banks,  and  have  procedures 
in  place  to  prevent  systemic  risk  to  the  banking  system. 

The  Chairman.  I  would  appreciate  that.  Let  me  go  on  to  the 
issue  of  regulatory  consolidation. 

I  think  you  are  aware  of  views  I've  expressed  before,  the  need  to 
consolidate  the  various  bank  regulatory  agencies  into  a  single, 
independent  Federal  regulator.  I  want  to  just  read  you  a  few  state- 
ments in  support  of  the  concept.  And  then  I  want  to  ask  you  what 
your  view  is  and  what  you  think  might  be  ahead. 

But  just  to  give  you  an  idea  of  the  range  of  outside  opinion  and 
experts  that  have  spoken  on  this  issue,  here's  a  quote  from  Bill 
Seidman,  former  FDIC  Chairman  well-known  to  you.  He  says: 

The  financial  institutions  regulatory  system  is  complex,  inefficient,  outmoded,  and 
archaic.  It  needs  to  be  reformed  with  a  single  independent  Federal  regulator. 

And  then  he  parenthetically  added: 

Do  not  bother  to  ask  regulators  about  it.  Their  turf  is  their  only  message. 

All  that  is  a  quote.  That's  Seidman. 

70-090  0-93-2 
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Here's  one  from  the  former  Chairman  of  this  committee,  Senator 
WilHam  Proxmire,  who  has  said: 

Our  banking  and  financial  system  is  undergoing  rapid  technological  change, 
where  new  and  complex  practices  are  introduced  almost  daily.  Bank  regulators  can- 
not possibly  stay  on  top  of  this  constantly  changing  financial  system  if  they  must 
spend  most  of  their  time  fighting  turf  wars. 

That's  a  quote  from  him. 

Here's  John  Samner,  who  is  the  Chairman  of  the  Chicago  Mer- 
cantile Exchange,  again  a  direct  quote: 

No  one  quarrels  with  the  fact  that  regulation  really  isn't  meeting  the  needs  of  the 
financial  services  industry.  The  current  system  is  an  expensive  morass  of  duplica- 
tion and  inefficiency.  Regulatory  reform  is  necessary  if  the  United  States  is  going 
to  stay  competitive  in  the  global  market.  Reform  is  long  overdue. 

Then  finally,  from  still  a  different  perspective,  David  Mullins, 
serving  of  course  as  Vice  Chairman  of  the  Federal  Reserve  Board, 
says  this.  He  says: 

The  current  structure  is  costly  and  cumbersome,  and  tends  not  to  lead  to  decisive 
actions  when  needed.  There  is  no  question  that  we  need  to  move  to  a  more  stream- 
lined system. 

And  there  are  lots  of  other  quotes  like  this. 

But  I'm  struck  by  the  fact  that  I  think  there  has  emerged  a  con- 
sensus by  a  number  of  people  experienced  in  dealing  with  these  is- 
sues, who  say  it's  time  for  some  regulatory  consolidation  and,  I 
think  for  the  most  part,  people  would  argue  with  independence,  as 
well.  I  certainly  would  argue  for  the  independent  side  of  it.  But  let 
me  ask  your  views.  How  might  we  best  undertake  a  consolidation 
and  streamlining  of  our  regulatory  apparatus? 

Mr.  Newman.  The  first  thing  that  occurs  to  me,  Mr.  Chairman 
as  you  go  through  this  list  is,  I  have  a  lot  of  work  ahead  of  me. 
This  is  clearly  one  that  needs  to  be  studied  carefully.  And  I  would 
certainly  agree  with  you,  that  if  one  started  from  scratch,  this  is 
not  the  structure  one  would  develop. 

The  real  questions  are,  what's  the  best  way  to  move  from  here, 
how  can  we  do  something  that  is  less  duplicative,  and  make  the 
transition,  any  transition  that  we  might  want  to  make,  in  a  smooth 
way  which  is  not  disruptive  to  the  regulatory  operations  them- 
selves. 

The  first  step  we're  taking,  as  you  know,  is  to  try  to  eliminate 
the  duplicative  activities  in  the  individual  banks,  as  long  as  we  do 
have  multiple  regulators.  There's  some  fundamental  division  of 
labor  that  makes  sense. 

The  FDIC,  for  example,  historically  has  examined  several  thou- 
sand of  the  smallest  banks  in  the  country,  and  has  developed  a  lot 
of  expertise  at  dealing  with  issues  in  the  smaller  banks.  The  Comp- 
troller of  the  Currency  deals  with  some  of  the  smaller  banks,  but 
mostly  larger  banks.  The  Federal  Reserve  fundamentally  puts  its 
thrust  on  bank  holding  companies.  And  the  OTS  specializes  in 
thrift.  There's  some  logical  division  of  labor,  but  we  do  end  up  with 
overlap. 

We  are  working  actively  now  amongst  the  four  regulators  to  try 
to  minimize  that  overlap.  There's  no  reason  why,  once  a  profes- 
sional examination  has  been  conducted  by  an  appropriate  Federal 
agency,  in  accordance  with  the  agreed-upon  regulatory  standards, 
that  we  then  need  to  have  another  regulatory  agency  come  in.  It's 
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a  waste  of  resources  of  Government  employees,  and  it's  a  waste  of 
resources  at  the  bank  itself. 

In  the  case  of  a  large  bank,  it's  a  significant  nuisance.  In  the  case 
of  a  small  bank,  it  may  be  a  very  serious  piece  of  overhead  for 
them  to  have  to  deal  with  multiple  regulators.  So  we  are  taking 
steps,  again  as  you  know,  to  minimize  that  overlap  to  make  sure 
that  the  multiple  examiners  come  in  only  when  there's  a  very  good 
reason  to  do  so. 

The  next  step  of  looking  at  what  might  make  sense,  in  terms  of 
our  regulatory  reform,  and  we  would  be  happy  to  work  with  you, 
Mr.  Chairman. 

The  Chairman.  Well,  let  me  tell  you  what  I'd  like  to  do  in  this 
area  because  we  want  to  move  ahead  in  this  area,  and  there's  a 
strong  desire  on  the  House  side,  as  well,  to  move  in  this  area.  And 
I  think  the  time  has  come  to  do  it.  Now,  it's  never  simple  because 
when  you  try  to  take  and  uproot  organizations  or  fold  organizations 
together,  there's  a  very  powerful  sort  of  self-protective  instinct  that 
arises  to  try  to  stop  that  from  happening. 

But  I  think  for  a  lot  of  reasons,  that  kind  of  thoughtful  rational 
consolidation  makes  sense.  And  frankly,  the  pinch  on  resources  is 
so  great  that  we  can't  afford  inefficiencies  that  cost  money,  as  well 
as  create,  I  think,  undue  burden  because  of  this  overlap  and  ten- 
sion out  with  financial  institutions  who  are  having  to  contend  with 
folks  coming  in  and  out  of  the  door,  one  after  the  other,  and  at  the 
same  time,  and  so  forth. 

I'm  respectful  of  the  fact  that  the  administration  has  got  two  big 
central  issues  right  now  that  it's  got  to  concentrate  on:  the  eco- 
nomic job  growth  issue  and  the  health  care  reform  issue. 

And  so  I  expect  that  other  issues  that  are  in  a  secondary  status 
will  have  to  be  sort  of  time-phased  in  later.  I  think  that's  wise  and 
necessary. 

But  within  a  period  of  6  months  from  today,  I  think  we  ought 
to  have,  some  time  in  that  time  frame,  from  you,  a  judgment,  as 
an  administration,  as  to  what  ought  to  be  done  here,  and  not  just 
have  us  all  yield  to  the  inertia  of  business  as  usual.  And  I  think 
there  will  be  an  appropriate  period  of  time  in  which  issues  like  this 
can  be  dealt  with  in  an  orderly  way  without  interfering  with  these 
major  lines  of  initiative  that  the  administration  is  having  to  pursue 
right  at  this  time. 

So  I'm  going  to  look  for  a  recommendation  from  the  administra- 
tion over  that  time  frame,  and  I  do  want  to  move  ahead  in  this 
area.  And  I  would  like  us  to  do  this  in  concert.  I  would  like  us  to 
think  about  how  that's  to  be  done. 

These  are  never  simple  matters,  and  maybe  it's  taken  in  stages 
over  time,  in  terms  of  some  degree  of  consolidation  in  phase  one. 
And  maybe  over  a  longer  period  of  time,  a  second  phase  of  consoli- 
dation, and  so  forth.  But  I  think  we're  at  a  time  when  it's  proper 
for  us  to  ask  those  questions  and  to  get  those  answers. 

So  let  me  just  leave  it  at  that,  with  that  declaration  of  intention 
and  desire  to  want  to  work  with  you  on  it. 

Let  me  raise  a  different  issue,  and  this  is  the  issue  of  interstate 
banking  and  the  question  of  just  concentration  of  banking  re- 
sources. And  you've  come  out  of  a  couple  of  pretty  good-sized  bank- 
ing operations,  so  you've  had  a  chance  to  see  and  understand  the 
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dynamics  of  large  bank  entities.  That  consolidation  process  is  mov- 
ing ahead. 

I'm  not  sure  how  many  people  really  understand  how  far  it's  got- 
ten, but  let  me  just  put  a  couple  of  examples  out  for  some  context. 

Bank  America  now  owns  more  than  30  percent  of  the  banking  as- 
sets in  four  different  States.  California  being  one,  but  Nevada,  Ari- 
zona, and  Washington  being  the  other  three. 

I  think  it's  fair  to  say  that  most  people  think  that  if  any  single 
entity  owns  more  than  20  percent  of  the  banking  assets  in  an  area, 
that  that  starts  to  create  at  least  the  potential  for  undue  market 
power.  Now  that's  an  arguable  proposition  as  to  where  that  figure 
is;  maybe  it's  at  20  percent,  maybe  it's  higher  than  that. 

I  think  that  when  it  gets  up  into  the  range  of  30  percent  or  high- 
er, it  starts  to  raise  real  questions  about  concentration. 

I  would  be  interested  in  knowing  your  views  about  the  degree  of 
concentration  in  local  banking  markets  that  would  be  a  matter  of 
concern  to  you,  and  are  there  any  safeguards  that  we  need  to  think 
about  to  make  sure  that,  as  we  move  toward  a  more  consolidated 
industry,  that  we  don't,  in  effect,  end  up  with  a  sort  of  a  market 
dominance  of  firms  that  become  so  large  and  so  powerful  that  it 
really  starts  to  tip  the  process  the  other  way. 

I'd  just  add  one  other  thought  to  it,  to  indicate  why  the  concern 
is  something  that  is  worthv  of  some  thought. 

There  are  three  States  tnat  have  experienced  especially  sharp  de- 
creases in  commercial  and  industrial  lending  are  Nevada,  Arizona, 
and  Connecticut. 

Now  there  are  multiple  factors  at  work  here,  but  those  are 
among  the  States  with  the  most  concentrated  banking  markets. 
And  so  you  start  to  wonder  if  there's  a  cross  relationship  between 
the  degree  of  concentration  and  the  drying  up  of  loans  in  those  cat- 
egories. 

It  raises  the  question  in  my  mind,  if  there's  any  connection  be- 
tween the  concentration  issue  and  aspects  of  the  credit  crunch.  I 
mean,  if  you  start  to  see  patterns  like  that  emerge. 

When  you're  riding  these  important  trend  line  changes  some- 
times, you  don't  really  see  where  they  may  be  taking  you,  or  what 
the  effects  may  be  until  you've  ridden  them  long  enough,  and  then 
you've  got  a  basis  of  time  in  which  to  look  back  and  say,  well,  you 
know,  that's  interesting.  We  used  to  be  here,  and  now  we're  here. 

But  I'd  like  you  to  react  to  what  I've  just  laid  out. 

Mr.  Newman.  Well,  Mr.  Chairman,  I'd  certainly  agree  that  the 
fundamental  issue  is  making  sure  that  we  have  competitive  mar- 
kets for  the  offering  of  financial  services  in  all  the  markets  of  the 
country  is  extremely  important.  The  degree  of  difficulty  in  measur- 
ing it  is  also  formidable. 

The  markets,  themselves,  are  often  characterized  by  individual 
sub-markets  within  a  State,  for  example.  And  the  particular  States 
you  mentioned,  I  see  the  question,  and  I  think  some  study  needs 
to  be  made  to  see  the  extent  to  which  regional  problems  in  those 
States  and  some  of  the  particular  institutions  who  have  had  dif- 
ficulties there  may  have  led  to  some  of  the  results. 

There  is  a  process  that  the  regulatory  authorities  go  through — 
the  Federal  Reserve,  the  OCC,  and  the  Justice  Department — in  re- 
viewing applications  for  acquisitions  and  for  mergers,  where  they 
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look,  as  I'm  sure  you  know,  at  individual  communities,  trying  to  de- 
termine whether  or  not  there  would  still  be  a  sufficiently  competi- 
tive market  and  sufficient  competition  from  the  perspective  of  the 
consumer  of  financial  services  in  these  markets.  And  there  is  still 
some  uncertainty  as  to  how  to  measure  it. 

For  example,  it  is  no  longer  sufficient  to  look  purely  at  banking. 
One  needs  to  look  at  the  thrift  industry.  A  depositor,  for  example, 
could  go  to  a  credit  union,  or  he  could  go  to  an  S&L.  As  a  matter 
of  fact,  it's  now  particularly  complicated  by  the  fact  that  a  deposi- 
tor, instead  of  making  a  deposit,  can  make  an  investment  in  a 
money  market  mutual  fund,  many  of  which  are  now  readily  avail- 
able in  lots  of  different  parts  of  the  country,  not  only  by  local  facili- 
ties, but  by  mail,  which  makes  that  a  difficult  measurement. 

The  Justice  Department  and  the  Federal  Reserve,  I  know,  have 
done  fair  amount  of  work  on  trying  to  understand  the  local  markets 
for  small  business  loans,  and  all  the  different  players  who  might 
offer  small  business  loans. 

Not  commercial  banks,  but  commercial  finance  companies  and 
the  sellers  of  equipment  often  do  a  lot  of  financing  for  small  busi- 
nesses, and  they  are  attempting  to  take  a  look  at  that  total  source. 

One  of  the  things  that  I  think  would  be  very  useful  for  us  to  do, 
and  is  on  my  list,  if  confirmed,  to  pursue,  is  to  work  more  closely 
with  the  Justice  Department  on  the  mechanisms  for  examining  the 
local  effects  of  competition  in  the  financial  services  industry  in  its 
broadest  sense,  to  try  to  develop,  a  little  bit  better,  the  means  for 
determining  whether  or  not  something  has  reached  a  point  where 
it  is  no  longer  sufficiently  competitive. 

The  Chairman.  No,  I  want  to  just  ask  one  follow-up  question, 
and  then  I  want  to  yield  to  Senator  Murray. 

But,  you've  severed  your  relationship  with  Bank  America  so 
you're  free  of  any  relationship  with  them.  That's  correct,  is  it  not? 

Mr.  Newman.  I  have  resigned  as  an  officer  and  director.  I  still 
have  some  stock  left,  which  I  am  intending  to  sell  promptly  after 
confirmation. 

The  Chairman.  Let's  just  take  that  case,  then.  I  mean,  in  a  pro- 
fessional sense,  the  separation  has  taken  place  here,  so  I  want  to 
use  this  as  an  example,  because  it's  a  relevant  example  here. 

If  Bank  America,  for  example,  has  more  than  30  percent  of  the 
bank  assets  in  California,  a  huge  State,  big  part  of  the  country,  and 
the  adjacent  States,  or  nearly  adjacent,  not  in  each  and  every  case, 
but  Nevada,  Arizona  and  the  State  of  Washington,  you  can  start 
to  look  at  a  map,  and  you  can  see  a  pretty  large  concentrated  eco- 
nomic force. 

I  don't  know  who  else,  would  there  be  another  bank  that  would 
be  above  20  percent  in  that  general  market  area? 

Mr.  Newman.  I'm  not  sure  where  Wells  Fargo  is  in  California. 
Wells  Fargo  is  a  substantial  player  in  California.  And  there  are  a 
couple  of  banks  in — Senator  Murray  might  know  better  than  I  do — 
in  the  State  of  Washington  that  are  fairly  large,  including  a  large 
mutual. 

The  Chairman.  I'm  told  that  Bank  America  has  41  percent  of 
California  now.  And  leaving  aside,  for  the  moment,  the  question  of 
adjacent  States,  let's,  if  that  figure's  accurate,  and  I'm  told  it  is,  I 
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don't  know  where  the  line  is,  but  I  start  to  have  a  concern  about 
concentration  of  that  degree. 

Now  you're  shaking  your  head.  You  think  that  number's  not 
right? 

Mr.  Newman.  Mr.  Chairman,  I  think  the  problem  is  exactly  what 
measure  is  used  for  what  purpose. 

In  many  of  the  categories  of  lending,  for  example,  home  mort- 
gages, my  recollection  is  that  Bank  America  had  about  a  6  percent 
market  share  in  California. 

The  Chairman.  You  see,  maybe  that's  part  of  the  problem.  In 
other  words,  I  mean  that  may  start  to  illustrate  the  issue  of  con- 
centration of  assets  and  where  they're  going. 

You  know,  I  don't  know,  there  may  well  be  a  profile  as  a  banking 
conglomerate  gets  larger  and  larger,  it  may,  by  its  character,  trend 
off  into  the  kinds  of  loans  that's  causing  Senator  D'Amato  heart- 
burn and  it  may  end  up  with  home  mortgages  being  down  to  a 
rather  modest  fraction,  given  the  scale  of  the  total  business  that 
apparently  that  institution  does  in  the  State. 

Mr.  Newman.  I  see  what  you're  saying,  Mr.  Chairman.  Although, 
again,  I  think  we  need  to  look  at  those  figures  very  carefully. 

My  recollection  of  some  of  the  consumer  loan  figures  are  in  the 
12  percent  range,  15  percent  at  the  highest.  The  small  business 
lending  market  is  very  competitive. 

Now  there  are  these  other  credit  crunch  issues  we  were  talking 
about  before.  The  market  is  very  competitive. 

The  deposit  share  market  also  needs  to  be  measured  with  respect 
to  all  these  different  other  alternatives  that  consumers  have. 

I  very  much  agree  with  your  fundamental  concern.  I  don't  want 
to,  in  any  way,  treat  it  lightly. 

I  just  do  believe  that  we  need  to  do  some  homework,  and  it  is 
something  that  is  definitely  now  on  my  list,  to  try  to  figure  out  how 
to  do  these  measures  to  determine  whether  in  fact  we  are  slipping 
into  a  situation  where  step-by-step,  we  are  getting  into  markets 
that  don't  deliver  sufficiently  competitive  services  to  the  consumer. 

The  Chairman.  Just  as  a  matter  of,  you  know,  sort  of  banking 
practice  and  theory.  I  mean,  you've  lived  most  of  your  life  there. 

If  a  single  financial  institution,  say,  in  banking,  were  to  have  say 
50  percent  of  the  banking  assets,  either  in  the  country  or,  say,  in 
a  big  State  like  California,  which  is  as  big,  itself,  as  several  States 
put  together,  doesn't  that  sound  like  an  awful  lot  of  concentration? 

Mr.  Newman.  Yes,  it  does,  Mr.  Chairman. 

Even  in  some  of  the  other  industrialized  countries,  where  there 
are  only  a  relatively  small  number  of  banks,  like  in  Canada,  where 
there  are  only  a  handful  of  banks,  and  Great  Britain,  where  there 
are  a  relatively  small  number  of  banks,  nobody  has  anything  like 
50  percent  of  the  market. 

And  that,  I  agree,  would  raise  very  substantial  questions.  Even 
in  an  individual  market,  a  sub-market,  if  a  single  institution  actu- 
ally has  50  percent  of  the  market  in  a  particular  community,  a  par- 
ticular county,  or  whatever  the  local  measure  is,  I  would  agree, 
that  would  raise  lots  of  questions. 

Again,  one  needs  to  look  at  all  the  sources  of  providing  of  funds. 
But  it  clearly  raises  serious  questions. 
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The  Chairman.  Well,  if  the  data  that  I  have  is  right,  and  this 
is  based  on  banking  assets,  so  you're  right  that  it  can  vary  from 
category  to  category  of  investment  activity,  if  the  numbers  I  have 
are  right,  the  Bank  America  is  now  up  to  41  percent  in  California — 
I  mean,  41  percent  isn't  50  percent,  but  it's  a  pretty  significant  per- 
centage. 

I  don't  just  mean  to  zero  in  on  the  company  that  you've  left,  and 
I  don't  want  to  leave  that  impression,  but  it  happens  to  be  a  very 
relevant  illustration  of  the  point  I  want  to  try  to  make  here.  And 
that  is  that  I  think,  as  we  move  down  this  road  toward  consolida- 
tion, there  are  some  very  real  questions  that  are  now  posed  to  us 
about  what  constitutes  an  undue  share  of  assets  in  a  given  market. 

I  have  to  tell  you,  you  know,  and  I'm  open  to  reason  and  argu- 
ment on  this  issue,  but  by  instinct,  when  I  see  an  institution,  say, 
crossing  the  40  percent  mark,  or  even  probably  crossing  the  35  per- 
cent market  and  heading  up,  I'm  asking  myself  the  question,  you 
know,  does  that  start  to  create  a  kind  of  market  condition  that,  you 
know,  is  disturbing  in  certain  ways? 

Mr.  Newman.  Mr.  Chairman,  again,  I  do  agree.  The  measure- 
ment problem  though,  remains  a  significant  problem. 

To  use  another  example  with  an  institution  I  didn't  have  any  af- 
filiation with,  look  at  a  bank  like  Chemical  Bank,  or  Chase  Man- 
hattan Bank  in  New  York.  If  we  simply  take  their  total  assets,  a 
lot  of  their  assets  are  loans  to  corporations  that  are  located  outside 
the  State  of  New  York.  And  in  fact,  a  lot  of  them  are  loans  outside 
of  the  United  States. 

So  when  one  tries  to  make  a  measure  of  what  is  their  share  of 
the  market  in  New  York,  it's  necessary  to  separate  out  all  the  rest 
of  those  things. 

Sharing  your  fundamental  concern,  it's  here  on  my  list,  Mr. 
Chairman,  to  actively  pursue  that  issue. 

The  Chairman.  I'm  going  to  give  you  one  fact,  and  I'm  not  going 
to  ask  for  any  comment,  because  I  want  to  go  to  Senator  Murray, 
but  I'm  told  that  in  Nevada  right  now,  three  banks  control  84  per- 
cent of  the  assets  in  the  State. 

I'm  not  sure  how  they're  divvied  up,  the  84  percent,  but  I  think 
it's  another  measure  of  concentration  in  a  State  outside  of  Califor- 
nia, a  smaller  State,  obviously,  but  I  think  it  helps  to  illustrate  the 
point  I'm  making. 

Senator  Murray? 

OPENING  STATEMENT  OF  SENATOR  PATTY  MURRAY 

Senator  Murray.  Thank  you,  Mr.  Chairman,  and  thank  you,  Mr. 
Newman,  for  appearing  today. 

I  want  to  change  the  focus  for  a  few  minutes  here. 

I  appreciate  how  much  work  you've  done,  even  before  your  con- 
firmation, on  the  very  tricky  question  of  RTC  funding.  And  I'm  cu- 
rious if  you  can  give  me,  in  as  much  detail  as  possible,  your  per- 
spective or  the  administration's  views  on  what  occurred  in  the 
House  Banking  Committee  yesterday,  when  they  did  their  mark-up 
on  the  RTC  Fund. 

Mr.  Newman.  Fine,  Senator  Murray. 

The  detailed  document,  of  course,  will  be  available  very  shortly, 
I'm  sure,  and  it  did  turn  out  to  be  a  longer  document  than  we  d 
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originally  envisioned,  so  it's  going  to  take  some  careful  study.  But 
I  think  there  are  a  couple  of  key  points  that  came  out  of  it. 

One  is  that  the  total  amount  of  funds  authorized  does  now  basi- 
cally consist  of  approximately  $18  billion,  which  results  from 
changing  the  expiration  date  on  a  previously  authorized  $25  billion, 
of  which  seven  had  been  previously  utilized  for  the  RTC,  plus  an- 
other $16  billion,  which  we  made  available  for  the  SAIF,  to  resolve 
institutions  with  a  whole  set  of  restrictions  to  provide  some  orderly 
mechanism  for  making  sure  that  the  industry  was  paying  its  prop- 
er fair  share  of  the  losses,  but  not  to  the  point  where  it  would  es- 
sentially destroy  the  industry. 

The  total  of  those  two  amounts  obviously  is  $34  billion.  As  you 
know.  Secretary  Bentsen  had  originally  asked  for  $45  billion.  That 
was  revised  to  $42  billion  after  we  were  delivered  the  GAO's  latest 
results  from  their  on-going  audit. 

As  Secretary  Bentsen  mentioned,  at  that  point  in  time,  nobody 
knows  for  sure  what  the  exact  amount  of  funds  that  will  be  re- 
quired are  going  to  be.  It  all  depends  on  your  estimate  of  market 
conditions,  of  interest  rates,  of  local  markets. 

It  turns  out  that  California,  for  example,  has  some  very  large 
S&L's  in  it,  and  California  has  a  very  difficult  economic  environ- 
ment at  the  moment.  And  depending  on  how  optimistic  or  how  pes- 
simistic one  is,  more  or  less  funds  could  be  used. 

I  believe  that  this  $34  billion  was  based  on  some  projections  that 
we  would  acknowledge  and  did  acknowledge,  right  from  the  very 
beginning,  are  well  within  in  the  range  of  likelihood. 

It's  just  that  Secretary  Bentsen  had  suggested  that  it  would  be 
wise  to  authorize  some  additional  funds  to  allow  for  the  possibility 
that  interest  rates  might  rise,  that  market  conditions  might  be 
more  difficult,  and  that  those  funds  would  not  be  expended  unless 
necessary. 

In  this  particular  case,  the  amount  of  funds  that  the  House 
Banking  Committee  approved  yesterday  is  a  smaller  amount,  but 
within  the  range  that  Secretary  Bentsen  initially  indicated  was  a 
reasonable  range.  It  just  doesn't  allow  as  much  room  as  he  had  re- 
quested for  possible  market  deterioration  over  time. 

The  underlying  concept  of  not  spending  the  money  unless  it  is 
necessary  to  be  spent,  is  preserved,  as  was  originally  requested  and 
in  the  Banking  Committee  mark-up  yesterday. 

Senator  Murray.  Would  the  administration  be  satisfied  with  the 
$34  billion? 

Mr.  Newman.  Well,  we  would  feel  that  it  didn't  give  as  much  pro- 
tection against  this  possibility  of  adverse  market  conditions.  As 
long  as  the  Congress  understood  that  there  was  no  way  to  guaran- 
tee that  the  entire  job  absolutely  could  be  done  for  the  $34  billion, 
we  would  believe  that  there  is  a  good  chance  that  it  could  be  done 
for  the  $34  billion. 

Senator  Murray.  But  you  feel  that  $34  billion  is  an  adequate 
amount,  knowing  what  you  do  at  this  time? 

Mr.  Newman.  When  Secretary  Bentsen  presented  his  testimony 
to  you  earlier,  and  requested  the  $45  billion,  our  best  estimate,  he 
indicated  at  the  time,  a  need  for  $32  billion,  and  an  additional  $13 
billion  of  room  for  possible  adverse  market  conditions. 
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Now  our  best  estimate  is  $29  billion.  If  in  fact  there  were  $34 
billion  available,  it  would  allow  $5  billion,  rather  than  $13  billion, 
for  the  possibility  of  adverse  market  conditions.  And  that  of  course 
is  a  judgment  that  needs  to  be  made. 

Senator  Murray.  In  the  several  months  that's  gone  down,  do  you 
see  that  going  down  again  in  the  next  several  months? 

Mr.  Newman.  Senator,  I  wish  I  could  predict  that  for  you.  I  hope 
that  that's  the  case,  but  I  think  the  uncertainty  about  the  economy 
is  sufficient.  At  the  moment,  the  latest  statistics  we've  seen,  as  I'm 
sure  you're  very  much  aware,  are  still  not  showing  a  robust  recov- 
ery. Unemployment  again  was  flat.  At  this  particular  point  in  time, 
I  think  the  degree  of  uncertainty  must  be  faced. 

Senator  Murray.  If  we  give  the  RTC  more  money  than  they 
need,  is  there  truly  incentive  for  them  to  get  the  best  dollar  value 
they  possibly  can? 

Mr.  Newman.  We  believe.  Senator,  that  a  number  of  mechanisms 
are  in  place  to  assure  that.  And  that  none  of  the  money  would  be 
spent  unless  in  fact  it  was  necessary. 

The  funds  are  actually  never  delivered  from  the  Treasury  to  the 
RTC  or  to  the  SAIF  unless  they  are  demonstrated  to  be  necessary. 

There  is  a  set  of  reforms,  as  you  know,  Secretary  Bentsen  pro- 
posed to  you,  and  they  are  all  now  being  very  actively  put  in  place 
under  the  direction  of  Deputy  Secretary  Altman,  who,  as  you  know, 
is  the  acting  CEO  of  the  RTC.  It's  an  extremely  active  program  to 
get  those  reforms  in  operation  as  rapidly  as  possible.  A  number  of 
those  steps  have  already  been  implemented. 

Senator  Murray.  Has  that  contributed  in  the  decline  of  how 
much  you  need? 

Mr.  Newman.  The  truth  is,  I  think  it's  too  early  to  say  that.  It 
does  give  us  a  much  higher  degree  of  confidence  that  whatever 
funds  will  be  requested  from  the  Treasury  will  be  funds  that  in  fact 
are  necessary. 

Senator  Murray.  OK  Thank  you. 

Thank  you,  Mr.  Chairman. 

The  CHAmMAN.  Thank  you,  Senator  Murray. 

I  want  to  put  into  the  record,  a  statement  from  Senator  Moseley- 
Braun,  who  has  to  go  over  and  manage  a  bill  on  the  floor,  but  she's 
very  interested  in  this,  and  so  we'll  make  her  statement  a  part  of 
the  record,  without  objection. 

I  want  to  make  sure,  for  the  record,  in  our  last  exchange  that  I 
understood  you  to  say  that  the  administration  would  give  us  their 
view  and  recommendation  on  regulatory  consolidation  some  time  in 
the  next  6  months? 

Mr.  Newman.  Mr.  Chairman,  I  have  a  very  clear  note  here  on  my 
pad  in  that  regard,  and  we  will  do  our  best. 

The  Chairman.  Because  I  don't  want  to  have  to  go  ahead  without 
you,  and  I  want  to  give  you  enough  time  to  be  able  to  work  this 
thing  through.  I'm  not  trying  to  make  this  unduly  burdensome, 
given  everything  else  that's  in  the  works,  but  I  don't  want  to  side- 
step on  this.  I  really  want  to  make  sure  that  we  get  a  response  so 
that  we  can  move  ahead. 

Mr.  Newman.  I  appreciate  that,  Mr.  Chairman,  and  I  think 
that's  a  reasonable  time  frame.  I  appreciate  the  fact  that  you  want 
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to  work  cooperatively.  We  would  very  much  like  to  do  that,  and  ap- 
preciate that  opportunity. 

The  Chairman.  All  right.  We'll  look  to  hear  from  you  on  that. 

This  morning,  there  are  some  stories  that  have  run  in  the  papers 
about  the  future  of  the  banking  industry,  and  different  stories  have 
different  tones. 

But  one  in  the  Wall  Street  Journal  today,  written  by  one  of  the 
writers  that  has  been  writing  on  financial  issues  for  a  good  long 
time,  Ken  Bacon,  who  is  here  this  morning,  carries  the  headline — 
I  don't  know  if  you've  had  a  chance  to  see  it.  It  says  "Banking  In- 
dustry Is  In  Long  Term  Fall  Despite  Current  Health,  Greenspan 
Says.  And  then  it's  a  story  that  covers  remarks  and  a  speech  that 
he  made  yesterday. 

Without  trying  to  read  the  whole  article,  the  thrust  is  that  while 
banks  are  doing  better  in  the  present  time  period  because  of  im- 
proved earnings  and  such,  and  strengthening  their  capital  base, 
that  as  he  looks  out  over  the  longer  horizon,  he  sees  a  shrinkage 
of  banks  in  terms  of  total  financial  assets,  and  perhaps  that  trend 
continuing.  Have  you  had  a  chance  to  see  this  piece? 

Mr.  Newman.  Yes,  I  have,  Mr.  Chairman. 

The  Chairman.  I'd  like  you  to  react  to  it.  What  is  your  view?  I 
mean,  beyond  today  and  looking  out,  again  because  you've  been  in 
the  banking  business  now  for  a  number  of  vears,  when  you  look 
out,  say,  through  this  decade  to  the  end  of  tne  decade,  and  trying 
to  look  beyond,  just  in  terms  of  your  sense  for  the  long  term  health 
of  the  industry,  what  observations  would  you  make  on  that? 

Mr.  Newman.  Well,  Mr.  Chairman,  I  share  some  of  Mr.  Green- 
span's fundamental  concerns,  that  we  do  need  to  look  carefully  at 
what  the  longer  term  implications  are  for  the  industry  as  we  now 
know  it,  as  there  are  changes  in  the  delivery  of  financial  services 
in  the  United  States. 

There  have  been  a  number  of  changes  that  have  sort  of  been  out- 
side of  the  banking  industry  during  the  past  several  years,  such  as 
the  money  market  mutual  funds,  such  as  the  growth  of  the  com- 
mercial paper  market,  that  have  changed  the  role,  to  some  extent, 
of  the  banking  system  in  the  overall  financial  system. 

We  need  to  look  at  that  carefully  to  make  sure  that  we  are  not 
inadvertently  creating  a  structure  which  will  not  be  able  to  serve 
its  proper  role  over  the  long  run.  That,  again,  is  one  of  our  projects. 
I  cannot  guarantee  you  a  6-month  time  frame  on  that  one,  Mr. 
Chairman  but  clearly  is  something  we  need  to  look  at. 

We  v/ould  look  forward  to  working  with  you  on  that,  as  well  as 
with  the  Federal  Reserve  in  trying  to  understand  what  alternatives 
might  be  available  to  try  to  ensure  that  the  constraints  on  the 
banking  system  are  such  that  we  can  feel  confident  about  having 
a  safe  and  sound  banking  system,  but  also  a  viable  banking  system 
that  is  able  to  generate  sufficient  capital  to  serve  the  needs  of  the 
Nation  and  the  communities. 

The  Chairman.  There  are  these  two  very  tough  nexus  issues,  one 
of  course  being  Federal  Deposit  Insurance,  and  what  that  can  mean 
under  extreme  adverse  conditions.  And  we've  had  some  very  sad  re- 
cent experience  in  that  area. 

But  also  the  cross-connection  to  monetary  policy  and  the  Federal 
Reserve's  ability  to  infiuence  monetary  policy. 
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Obviously,  anybody  that  wants  to  get  into  a  form  of  the  banking 
business  without  those  two  connections  is  free  to  do  so.  And  isn't 
that  really  what's  happened. 

I  know,  for  example,  I  just  bumped  into  the  fellow  who  runs  the 
financial  services  arm  of  Ford  Motor  Company,  and  he  was  quite 
happy  that  a  large  part  of  their  positive  earnings  reported  for  the 
first  quarter  of  this  year  came  from  that  subsidiary  of  Ford  Motor 
Company. 

And  so  there  are  a  lot  of  people  that  have  moved  into  the  finan- 
cial services  business,  sometimes  under  an  operating  structure  that 
carries  with  it  deposit  insurance  and  Federal  Reserve  connections, 
and  sometimes  outside  of  that,  completely  outside  that. 

So  obviously,  if  somebody's  out  there  today  with  private  capital 
who  wants  to  get  into  the  financial  services  business,  they  really 
have  a  choice,  they  have  many  choices.  But  I  mean,  they  have  a 
fundamental  choice,  if  they  want  to  come  in  on  the  side  where  Fed- 
eral deposit  insurance  is  present,  with  all  the  pluses  and  minuses 
that  go  with  that  and  the  Federal  Reserve  connections,  or  they  can 
go  a  different  route.  And  there  really  is  that  freedom  in  our  system, 
isn't  there? 

Mr.  Newman.  Yes,  I  agree.  Within  the  bank  holding  company 
structure  concept,  there's  the  opportunity  for  bank  holding  compa- 
nies to  do  some  activities  which  don't  involve  FDIC  insurance.  And 
that  needs  to  be  explored  further.  And  clearly,  I  would  very  much 
agree  that  whatever  we  do  needs  to  be  done  having  in  mind  proper 
protection  of  the  Bank  Insurance  Fund,  and  proper  premium  flow 
for  the  Bank  Insurance  Fund. 

One  of  the  interesting  side  effects  of  the  kinds  of  examples  you 
were  just  mentioning  is  that  there  are  other  responsibilities  that 
we  have,  as  a  matter  of  public  policy,  decided  that  the  banking  sys- 
tem should  provide.  Yet  we  have  not  placed  those  same  responsibil- 
ities on  other  forms  of  institutions  that  deliver  financial  services, 
the  CRA  being  a  very  notable  example. 

Banks  and  thrifts  have  the  responsibility  to  deliver  those  services 
to  their  local  communities,  whereas  finance  companies  do  not,  and 
money  market  mutual  funds  might  in  fact,  draw  cash  out  of  a  local 
community.  The  concept  of  an  individual  who  could  place  cash  in 
a  bank  or  in  a  money  market  fund,  in  either  case,  one  has  to  ask 
what  happens  to  those  funds,  and  are  any  of  those  funds  then  used 
for  the  benefit  of  the  community. 

It  seems  like  we  need  to  take  a  look  at  the  proper  role  of  a  vari- 
ety of  different  institutions  in  supporting  their  communities,  in  ad- 
dition to  banks  per  se. 

The  CHAmMAN.  I've  got  about  seven  more  areas  that  I  want  to 
cover.  I'm  only  going  to  cover  three  of  them  in  the  time  we  have 
today.  I'm  going  to  ask  you  to  respond  to  the  rest  for  the  record. 
I'll  indicate  what  they  are,  so  that  you  know  and  others  here  who 
are  following  the  discourse  and  who  would  be  interested  in  what 
the  positions  would  be  in  these  areas,  would  have  some  way  of 
knowing  what  you'll  be  responding  to  in  writing. 

Let  me  move  to  three  other  areas.  I  want  to  get  into  the 
consumer  area. 

Last  month,  during  his  confirmation  hearing.  Gene  Ludwig  as- 
sured the  committee — and  I  want  to  quote  him.  He  said  that: 
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As  comptroller,  I  will  work  to  remove  discrimination  from  our  financial  system, 
root  and  branch. 

And  he  said  it  with  real  feeling  and  I'm  convinced  that  he  meant 
it,  because  he'd  said  it  to  me  earher. 

I  want  to  say  that  I  applaud  the  actions  of  the  OCC  earlier  this 
week  to  put  an  end  to  lending  discrimination  by  national  banks, 
and  I  want  to  commend  the  Comptroller  here  today  for  that  action, 
because  I  think  it's  entirely  in  keeping  and  a  follow-through  to 
what  he  said  here  to  us. 

I  have  repeatedly  urged  the  bank  regulators  to  use  testers  and 
statistical  analyses  to  do  a  better  job  of  targeting  the  exam  proce- 
dures, because  we've  got,  I  think,  clearly  a  real  problem  out  there, 
and  it  just  can't  be  tolerated  any  longer.  And  I  want  to  commend 
the  administration  generally  for  taking  firm  steps  to  make  sure 
that  racial  discrimination  or  any  other  kind  of  discrimination  is 
confronted  and  stopped  with  respect  to  what's  going  on  in  our  fi- 
nancial services  and  within  our  banking  activity. 

I  would  like  to  ask  you  for  a  commitment  that's  the  equivalent 
of  that  that  we  asked  for  and  got  from  Gene  Ludwig,  that  you're 
going  to  hit  this  discrimination  problem  head  on,  and  that  there 
won't  be  any  if  s,  and's,  or  but's  about  it. 

I  want  this  problem  dealt  with  straight  up  in  this  administration 
from  the  very  first  day,  and  I  want  to  make  certain  that  it's  a  top 
priority  of  yours,  and  that  the  Community  Reinvestment  Act  and 
other  tools  will  be  applied  to  make  sure  that  we're  really  getting 
the  job  done,  and  getting  credit  out  on  a  fair  basis  to  everybody  in 
this  society. 

Mr.  Newman.  Mr.  Chairman,  you  have  my  commitment  un- 
equivocally. I'm  extremely  supportive  of  the  concept  you  mentioned, 
and  extremely  supportive  of  the  actions  that  the  OCC  is  taking  and 
of  Mr.  Ludwig's  program. 

I  personally  abhor  discrimination  in  any  of  its  fashions  and  be- 
lieve that  we  need  to  do  a  great  deal  of  work  to  make  sure  that 
there  is  not  on-going  discrimination  in  our  financial  system. 

We  need  to  provide  better  measures  of  discrimination,  better 
ways  of  identifying  it,  so  that  we  can  point  out  to  those  institutions 
who  may  be,  intentionally  or  unintentionally,  falling  into  patterns 
of  discrimination  early  on  to  not  only  correct  situations  as  they 
exist,  but  also  to  prevent  them  from  getting  worse,  and  in  fact  to 
turn  the  patterns  so  that  we  eliminate  the  discrimination  on  a 
broad  range. 

The  Chairman.  I  am  pleased  to  hear  you  say  that,  and  you  will 
have  the  full  support  of  this  committee  because  we  waited  long 
enough.  We  fought  a  civil  war  over  these  issues  and  the  years  go 
by.  We  have  heard  story  after  story,  and  the  Boston  Fed  study 
bears  it  out  as  well,  of  people  who  go  in  and  who  have  credit  his- 
tories as  good  or  better  than  somebody  else  and  they  are  turned 
away  with  loan  applications.  And  it  is  part  of  why  the  country  is 
in  trouble,  it  is  part  of  why  our  inner  cities  have  gone  into  a  kind 
oftailspin. 

If  the  free  enterprise  system  can't  work  and  if  we  can't  get  credit 
into  situations  where  clearly  it  ought  to  be  going  on  a  fair  and  im- 
partial basis,  then  it  just  sort  of  cancels  out  not  only  the  constitu- 
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tional  guarantees  of  equity  and  fairness,  but  our  economic  system 
can't  work  that  way. 

That's  the  way  to  wreck  the  economic  system.  As  well  as  behave 
in  a  fashion  that's  a  direct  violation  of  the  laws  of  the  country  and 
what  the  country  stands  for.  So  we've  done  a  lot  of  foot  shuffling 
in  the  past  on  these  issues,  quite  frankly,  and  a  lot  of  blindness, 
I  think,  to  the  problems. 

That's  one  of  the  reasons  that  I  strongly  supported  President 
Clinton,  because  I  felt  and  feel  today  that  he  was  determined  to  be 
the  kind  of  President  who  would  do  something  about  it  and  would 
ask  people  like  you  to  serve  and  Gene  Ludwig,  who  would  set  this 
right. 

So  I  want  to  just  emphasize  again  how  much  I  want  to  see  a 
forceful  follow  through  on  this,  and  anybody  that  you  run  into  in 
the  banking  system  that  doesn't  want  to  see  to  it  that  the  system 
is  fair,  have  them  come  and  see  me.  Because  I  would  like  to  chat 
with  them. 

Mr.  Newman.  Fine,  Mr.  Chairman. 

The  Chairman.  Back  in  1992,  the  Federal  Reserve  Bank  of  New 
York  in  their  quarterly  review  reported  that  the  foreign  bank  share 
of  U.S.  commercial  banking  now,  the  market  share,  is  higher  than 
the  frequently  cited  30  percent  that  we  hear,  and  that  Japanese 
banks  alone  now  account  for  more  than  10  percent  of  all  U.S.  bank- 
ing assets. 

I  am  wondering  what  your  view  is  as  to  what  accounts  for  the 
large  share  that  foreign  banks  now  have  of  U.S.  commercial  lend- 
ing and  what  competitive  advantage  does  the  U.S.  give  foreign 
banks  here  in  our  market? 

Mr.  Newman.  Well,  clearly,  there  was  a  dramatic  growth  in  the 
loans  held  by  foreign  banks  in  the  United  States.  Some  of  this,  I 
think,  has  been  evened  out  a  little  bit  by  the  international  adoption 
of  the  BIS  capital  standards.  I  think  that  was  a  great  step  forward. 

It  is  taking  a  while  for  the  full  effect  of  that  to  flush  through  the 
system  around  the  world,  but  I  believe  you  can  already  see  some 
effects  of  that  including  a  country  such  as  Japan. 

There  is  also  the  issue  that  the  cost  of  capital  in  countries  like 
Japan,  which  for  a  long  time  have  had  relatively  low  inflation,  is 
lower  than  in  the  United  States  and  it  means  that  banks  in  coun- 
tries such  as  Japan  were  able  to  raise  capital  to  support  growth  at 
essentially  a  lower  cost  than  United  States  companies. 

We  also  in  this  country  have  allowed  foreign  banks  pretty  good 
access  to  our  markets  in  a  variety  of  ways,  including  retail  banking 
as  well  as  wholesale  banking.  There  are  a  number  of  countries 
around  the  world,  as  I  am  sure  you  know  very  well,  where  they  do 
not  permit  the  equivalent  operation  of  a  U.S.  bank  in  their  country, 
particularly  in  the  retail  market  and  even  in  the  wholesale  market 
there  are  a  number  of  restrictions  in  those  countries. 

The  Chairman.  Senator  Gam,  when  he  was  here,  and  I  pressed 
very  hard  legislatively  to  deal  with  that  problem  as  it  relates  to 
Japan,  because  that  is  a  very  sore  subject,  and  it  is  wrong  the  way 
it  is  today.  I  frankly  don't  see  any  reason  why  our  Government 
should  give  any  competitive  advantage  to  a  foreign  bank  over  a  do- 
mestic bank,  and  I  will  give  you  an  example. 
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In  terms  of  the  wholesale  branches  of  foreign  banks,  they're  ex- 
empt from  the  CPIA  requirements  while  the  U.S.  wholesale  banks 
are  subject  to  those  requirements.  I  frankly  don't  see  the  justifica- 
tion for  that. 

I  think  there  are  other  things  like  that,  but  I  think  it's  time  to 
take  a  look  at  that  and  see  if  we  shouldn't  get  our  own  banks  on 
the  same  footing  that  we  give  foreign  banks  in  this  country.  That's 
a  separate  issue  from  the  barriers  we  face  overseas,  where  we've 
got  other  countries  that  like  the  one-way  street  approach  access 
here  and  not  wanting  to  give  access  there  to  our  institutions.  So 
we  will  press  them  a  different  way. 

But  I  would  like  to  make  sure  that  we  are  looking  to  see  that 
we  are  not  creating  an  unfair  advantage  for  foreign  banks  in  this 
country  that  is  really  not  justified.  And  I  would  say  the  CRA  sort 
of  sticks  out  like  a  sore  thumb. 

Let  me  ask  you  a  question  with  respect  to — I  want  to  ask  you 
one  other  question  with  respect  to  Government  securities  legisla- 
tion that  we  passed  in  the  aftermath  of  the  problems  of  Solomon 
Brothers  to  try  to  improve  the  Government  Securities  Act.  Are  you 
confident  that  the  reforms  that  have  already  been  undertaken  by 
Treasury  will  prevent  another  Solomon-type  problem  on  the  Treas- 
ury market? 

Mr.  Newman.  We  believe  that  the  reforms  that  have  been  put  in 
place  are  significant  improvements  and  that  the  market  is  now 
running  very  effectively.  And  that  proper  mechanisms  are  in  place 
both  with  respect  to  Treasury  and  the  SEC  and  the  Federal  Re- 
serve Bank  of  New  York  to  monitor  things. 

However,  we  do  think  it's  important  that  this  new  piece  of  legis- 
lation which  would  restore  Treasury's  rulemaking  authority  be  put 
in  place.  Because,  at  the  moment,  we're  sitting  in  a  situation 
where,  should  an  unanticipated  problem  arise,  we  do  not  have  the 
authority  to  install  the  new  rules  that  might  be  called  for.  And  it 
is  very  important  that  we  have  that  authority  available  at  any 
given  point  in  time. 

The  Chairman.  I  agree  with  that. 

Has  the  private  sector  taken  steps  to  improve  the  dissemination 
of  information  about  secondary  market  trading  in  Government  se- 
curities? 

Mr.  Newman.  Yes.  The  private  sector  has  taken  steps  and  we 
have  taken  steps  with  respect  to  the  private  sector,  for  example,  by 
now  permitting  a  broader  range  of  dealers,  not  just  primary  deal- 
ers, to  bid  on  a  number  of  auctions.  We  are  also  doing  confirmation 
of  customer  orders  directly  with  customers  to  make  sure  that  what 
is  represented  about  those  customers  is  correct. 

The  Chairman.  I  am  going  to  ask  you,  for  the  record,  to  respond 
to  the  following  issues.  I  will  not  ask  you  to  do  it  here  now. 

One  of  them  is  fair  trade  in  financial  services.  This  is  the  legisla- 
tion I  referred  to,  to  really  deal  with  these  market  impediments 
that  our  institutions  face  in  foreign  markets.  I  am  also  going  to  ask 
you  to  respond  to  a  question  on  the  future  of  the  Federal  Home 
Loan  Bank  system. 

Also,  I  want  you  to  talk  a  little  bit  more  about  interest  rate  risk 
and  also  the  question  of  home  equity  loans,  what  you  see  in  that 
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area  in  the  risk  sense.  And  I  may  have  one  other  that  I  won't  be 
able  to  cite  right  here  and  now. 

Finally,  let  me  ask  you  this:  I  appreciate  the  time  you're  giving 
and  the  insight  you're  sharing  with  us  in  the  course  of  this  discus- 
sion. Some  have  expressed  the  concern,  you  know,  that  you  are 
going  to  bring  the  big  bankers'  perspective  because  you  have  been 
associated  now  with  big  banks  for  at  least  the  last  20  years.  You 
are  the  executive  vice  president  and  chief  financial  officer  of  Wells 
Fargo  Bank,  which  is  a  substantial  organization.  And,  of  course, 
vice  chairman  of  the  board  and  chief  financial  officer  of  Bank  of 
America. 

So,  how  do  you  address  the  question  to  those  who  raise  that  con- 
cern, who  may  be  in  smaller  institutions  or  represent  smaller  insti- 
tutions around  the  country  that  they  are  going  to  get  the  same 
level  of  consideration  and  concern  in  your  thinking  as  big  institu- 
tions like  the  ones  that  you  have  been  part  of  before? 

Mr.  Newman.  Mr.  Chairman,  you  and  I  just  happen  to  know 
each  other  a  little  bit  in  some  of  our  conversations,  and  I  hope  we 
will  do  much  more  of  that.  But  from  my  perspective,  I  want  to  be 
here.  I  could  have  stayed  in  San  Francisco  in  a  pretty  good  job  and 
continued  on  working  for  a  large  bank.  Here  is  an  opportunity  for 
me  to  do  something  which  is  genuine  public  service  in  an  adminis- 
tration that  I  think  has  tremendous  potential  under  the  leadership 
of  President  Clinton  and  Secretary  Bentsen  where  I  can  contribute 
in  a  meaningful  way  to  a  variety  of  issues  that  relate  to  our  finan- 
cial system.  They  are  things  that  I  feel  very  strongly  about. 

I  believe  that  we  should  have  a  viable  banking  system  for  this 
country  in  all  its  dimensions:  community  banks,  small  banks,  me- 
dium-size banks,  large  banks.  There's  a  whole  variety  of  financial 
services  for  consumers  that  is  an  important  part  of  this  Nation.  I 
don't  particularly  plan  to  favor  any  one  portion  over  any  other  por- 
tion. We  already  talked  about  discrimination.  It  is  something  I  be- 
lieve very  strongly,  as  you  do,  about.  And  that  is  one  of  the  reasons 
I  am  here. 

I  believe  in  the  CRA.  I  believe  that  we  need  to  do  more  for  our 
inner  cities  and  poor  rural  areas  that  are  suffering  from  a  variety 
of  economic  problems  where  delivery  of  financial  services  in  a  spe- 
cial way  may  be  very  important  to  solving  a  lot  of  the  problems 
there,  or  at  least  helping  to  deal  with  a  number  of  the  problems 
in  those  particular  areas. 

I  think  it  is  important  that  we  find  ways  to  support  the  needs 
of  communities  in  a  variety  of  different  ways  through  the  banking 
system.  I  don't  think  we're  necessarily  at  the  end  of  that  issue.  And 
as  times  change,  we  need  to  have  flexibility  in  terms  of  meeting  the 
new  needs  of  our  communities.  Small  communities,  big  commu- 
nities, also  retail  banking,  large  banks,  small  banks. 

I  come  genuinely  with  no  bias  other  than  to  have  a  successful, 
fair  financial  system  over  time,  and  I  would  be  honored  to  contrib- 
ute to  that. 

The  Chairman.  Thank  you.  I  appreciate  that.  And  I  accept  your 
statement  and  I  believe  what  you  have  said.  So  I  am  enthusiastic 
about  the  fact  that  you  have  come  to  serve  and  that  you  are  willing 
to  take  this  job  on.  I  think  it  is  hard  to  decide  to  leave  San  Fran- 
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Cisco.  The  ever-present  threat  of  an  earthquake  notwithstanding, 
it's  a  lovely  place  to  be. 

But  to  take  on  the  responsibilities  of  public  service,  I  think,  re- 
quires a  special  dedication  and  I  appreciate  what  you've  said  about 
your  feelings  in  that  area  and  what  you've  said  previously.  We 
want  to  move  along  and  get  you  in  this  job  as  quickly  as  we  can 
and  work  with  you  in  getting  it  done  and  done  well. 

Mr.  Newman.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much. 

The  committee  stands  in  recess. 

[Whereupon,  at  11:45  a.m.,  the  hearing  was  adjourned.] 

[Prepared  statements  and  response  to  written  questions  supplied 
for  the  record  follow:] 


29 

STATEMENT  OF  SENATOR  CAROL  MOSELEY-BRAUN 

Mr.  Chairman,  I  am  pleased  to  be  here  this  morning  as  the  committee  considers 
the  nomination  of  Mr.  Frank  Newman  to  be  Under  Secretary  of  the  Treasury  for 
Domestic  Finance.  I  have  had  the  opportunity  to  talk  to  Mr.  Newman  about  his 
nomination,  and  about  a  number  of  current  financial  issues.  I  have  no  doubt  that 
he  will  make  an  excellent  Under  Secretary  of  the  Treasury,  and  I  strongly  support 
his  confirmation  to  that  post. 

The  Under  Secretary  for  Domestic  Finance  is  the  point  person  for  a  number  of 
issues  that  are  critical  to  our  economic  future.  The  Under  Secretary  must  cope  with 
problems  like  the  credit  crunch,  regulatory  burden,  regulatory  consolidation,  access 
to  capital  for  distressed  communities,  and  many  others  that  I  will  not  take  the  time 
to  detail  now. 

These  issues  are  often  considered  to  be  esoteric,  and  not  to  involve  real  people. 
Nothing  could  be  further  from  the  truth.  These  issues  are  vital  to  people's  lives. 
How  they  are  resolved  will  help  determine  how  many  Americans  will  be  able  to  ac- 
cess the  American  dream  of  a  good  job  and  home  ownership. 

I  know  Frank  Newman  to  be  a  person  who  share's  the  President's  vision  for  our 
future.  I  know  he  intends  to  "put  people  first"  at  the  Treasury  Department.  I  am 
confident  that  he  understands  the  great  public  responsibility  he  is  undertaking,  and 
I  am  sure  he  will  do  a  great  job. 

STATEMENT  OF  FRANK  N.  NEWMAN,  NOMINEE  TO  BE  UNDER  SECRETARY 
FOR  DOMESTIC  FINANCE  OF  THE  DEPARTMENT  OF  THE  TREASURY 

Mr.  Chairman,  distinguished  members  of  the  committee,  it  is  genuinely  an  honor 
and  a  pleasure  to  appear  before  you  today.  Some  of  you  were  able  to  fit  time  in  your 
schedules  to  meet  with  me  prior  to  this  hearing  and  I  appreciated  the  opportunity 
to  talk  with  you.  I  look  forward  to  future  opportunities  for  discussion  with  members 
I  have  not  yet  met  personally. 

It  is  a  privilege  to  be  considered  for  service  in  President  Clinton's  administration, 
and  in  the  Department  of  the  Treasury,  under  the  leadership  of  Secretary  Bentsen. 
In  addition,  if  confirmed,  I  hope  to  work  closely  and  diligently  with  this  committee 
on  issues  of  mutual  concern  and  opportunity.  I  realize  that  there  are  sometimes  a 
number  of  different  perspectives  represented  in  the  committee;  I  believe  that  is  one 
of  the  strengths  of  our  system  of  democracy,  and  I  have  come  to  Washington  deter- 
mined to  listen  carefully,  and  to  try  to  understand  and  appreciate  key  different 
views  on  issues,  as  I  develop  my  own  thoughts  on  the  balance  of  alternatives. 

The  primary  responsibilities  of  the  Under  Secretary  for  Domestic  Finance  in  this 
administration  will  include  policy  matters  regarding  Financial  Institutions,  Federal 
Debt  Finance,  Financial  Regulation,  and  Capital  Nlarkets,  as  well  as  responsibility 
for  Fiscal  Management  operations  supporting  Treasury  auctions  and  other  forms  of 
debt  issuance.  These  key  responsibilities  include  a  range  of  matters  relating  to  the 
banking  system,  and,  if  confirmed,  I  would  look  forward  to  working  with  the  com- 
mittee on  many  of  them. 

In  addition,  I  hope  to  have  some  constructive  role  in  the  formulation  of  economic 
policy.  I  hope,  for  example,  to  improve  our  understanding  of  the  implications  of  the 
flows  of  funds  through  the  financial  system  as  a  result  of  Government  debt  and  defi- 
cit financing  during  periods  of  both  weak  and  strong  economies. 

I  look  forward  to  working  closely  with  the  Federal  Reserve  and  the  FDIC,  in  addi- 
tion to  the  Congress,  on  programs  to  assure  that  the  Nation  has  a  strong,  safe,  and 
resilient  system  of  financial  institutions  that  can  and  will  constructively  and  fairly 
serve  the  economic  and  community  needs  of  the  nation. 

If  confirmed,  I  will  undertake  the  very  challenging  responsibilities  of  the  office  of 
the  Under  Secretary  to  the  best  of  my  abilities.  Thank  you,  Mr.  Chairman.  I  would 
be  pleased  to  respond  to  any  questions  of  the  committee. 
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Marital  status:  Harried  but  living  apart. 
Full  name  of  spouse:  Mo  Newman 


Name  and  ages 
of  children: 


Education: 


Honors  and 
awards : 


Memberships: 


Enpioyment 
record: 


Dates 

Degrees 

Dates  or 

attended 

received 

degrees 

1955-59 

Diploma 

6/59 

1959-63 

AB 

6/63 

Daniel,  age  23 

Institution 
Thayer  Academy 
Harvard  College 


List  below  all  scholarships,  fellowships,  honorary  degrees, 
military  medals,  honorary  society  memberships,  and  any 
other  special  recognitions  for  outstanding  service  or 
achievement. 

Magna  Cum  Laude,  Economics,  Harvard  College 
Alfred  P.  Sloan  Scholarship,  Harvard  College 

List  below  all  memberships  and  offices  held  in  professional, 
fraternal,  business,  scholarly,  civic,  charitable,  and  other 
organizations . 

Office  held 
Organization  (if  any)  Dates 


Harvard  Club  of  San  Francisco   Director 

Director 


Japan  Society  of  Northern 
California 

San  Francisco  Municipal 
Imorovement  Railwav  Com. 


Director 


1985- 
1987- 


1980-36 
(approx.; 


List  below  all  positions  held  since  college,  including  the 
title  or  description  of  job,  names  of  employment,  location 
of  work,  and  dates  of  inclusive  employment. 

Analyst,  Corporation  for  Economic  and  Industrial  Research 
Inc.  (CEIR) ,  Cambridae,  MA,  1963-1966 
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Manager,  Consuitinq  Practice,  Peat  MarvicJc  Livingston  and 
Co.,  Boston,  MA,  1966-69 

Vice  President,  Transaction  Technology  Inc  (a  subsidiary  of 
Citicorp) ,  Camoridge,  MA,  1969-73 

Elxecutive  Vice  President  and  Chief  Financial  Officer,  Wells 
Fargo  BanJc,  San  Francisco,  CA,  6/73  -  10/86 

Vice  Chairman  of  the  Board  and  Chief  Financial  Officer, 
BanJcAmerica  Corporation,  San  Francisco,  CA,  10/86-  2/93 
(currently  on  leave  of  absence  pending  appointaent.   As  of 
2/1/93,  I  have  resigned  from  my  position  as  director  and 
vice  chairman.) 

Government 

experience:     List  any  experience  in  or  direct  association  with  Federal, 
State,  or  local  governments,  including  any  advisory,  con- 
sultative, honorary  or  other  part-time  service  or 
positions. 

None 

Published 

writings:       List  the  title,  publishers  and  dates  of  books,  articles, 
reports  or  other  published  materials  you  have  written. 

None 

Political  affi- 
liations and 
activities:     List  all  memberships  and  offices  held  in  and  services 

rendered  to  all  political  parties  or  election  committees 

during  the  last  10  years. 

None 

Political  con- 
tributions:    Itemize  all  political  contributions  of  S500  or  more  to  any 
individual,  campaign  organization,  political  party, 
political  action  committee  or  similar  entity  during  the 
last  eight  years  and  identify  the  specific  amounts,  dates, 
arid  names  of  the  recipients. 

6-38    Friends  of  Diane  Feinstein  SI, 000 

4-39    Feinstein  for  'jovernor  (primary)  31,000 

10-39   Bradley  for  Senate  $1,000 
11-39   Feinstein  for  Governor 

(general  election)  31,000 

1989  Bank  of  .^raerica  Feaeral  SI, 710 

Election  Fund 
7-90     Feinstein  for  Governor  31,000 

1990  Bank  of  .\merica  Federal  32,052 

Election  Fund 
6-91    Feinstein  for  Senate  31,000 
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Qualifica- 
tions: 


6-92    Hsieh  for  Supervisor 
6-92    Kaufmann  for  Supervisor 
5-92    Lazarus  for  Super/isor 

6-92    Kennedy  for  Super'/isor 
1992    Bank  of  America  Federal 
Elecrion  Fund 


$500 
3500 
S500 

S500 
$2,000 


Future 
employment 

relationships: 


State  fully  your  qualifications  to  serve  in  the  position  to 
which  you  have  been  named, 
(accach  sheec) 

See  attached  biography 


1.  Indicate  whether  you  will  sever  all  connections  with  your 
present  employer,  business  firm  association,  or 
organization  if  you  are  confirmed  by  the  Senate. 

Yes 

2.  As  far  as  can  be  foreseen,  state  whether  you  have  any 
plans  after  completing  government  service  to  resume 
employment,  affiliation  or  practice  with  your  previous 
employer,  business  firms,  association  or  organization. 

No 

3.  Has  anybody  made  you  a  commitment  to  a  job  after  you 
leave  government? 

No 


4.  Do  you  expect  to 
been  appointed? 


serve  the  full  term  for  which  you  have 


NA 


Potential  con- 
flicts of 
interest: 


Describe  any  financial  arrangements  or  deferred  compensa- 
tion agreements  or  other  continuing  dealings  with 
business  associates,  clients  or  customers  who  will  be 
affected  by  policies  which  you  will  influence  m  the 
position  to  which  vou-have  been  nominated. 


Hone,  ocher  zr.an 
■.r.    ::iv  iF  .78. 


pension  inceresc  as  noced 


List  any  invest:nents ,  obligation,  liabilities,  or  other 
relationships  wnicn  .Tiight  involve  potential  conflicts 
of  interest  with  the  position  to  which  you  have  been 
nominated . 


I  currently  own  stock  in  two  banking  companies  —  Bank 
of  America  and  Weils  Fargo.  In  addition,  pursuant  to 
Bank  of  America  compensation  plan,  I  received 
restricted  stock.   Following  conf  ir:iiation  all  holdings 
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of  stocks  and  vested  restricted  stock  will  be  divested; 
all  non-vested  restricted  stock  will  be  forfeited. 

3.  Describe  any  business  relationship,  dealing,  or  financial 
transaction  (other  than  taxpaying)  which  you  have  had 
during  the  last  10  years  with  the  Federal  Government, 
whether  for  yourself,  on  behalf  of  a  client,  or  acting 

as  an  agent,  that  aight  in  any  way  constitute  or  result 
in  a  possible  conflict  of  interest  with  the  position  to 
which  you  have  been  nominated. 

None 

4.  List  any  lobbying  activity  during  the  past  10  years  in 
which  you  have  engaged  for  the  purpose  of  directly  or 
indirectly  influencing  the  passage,  defeat  or  modifica- 
tion of  any  legislation  at  the  national  level  of  govern- 
ment or  affecting  the  administration  and  execution  of 
national  law  or  public  policy. 

None 

5.  Explain  how  you  will  resolve  any  potential  conflict  of 
interest  that  may  be  disclosed  by  your  responses  to  the 
above  items. 

See  answer  to  question  /2. 

Civil,  criminal 
and  investiga- 
tory actions:   1.  Give  the  full  details  of  any  civil  or  criminal  proceeding 
in  which  you  were  a  defendant  or  any  inquiry  or  investi- 
gation by  a  Federal,  State,  or  local  agency  in  which  you 
were  the  subject  of  the  inquiry  or  investigation. 

I  have  served  as  Vice  Chairman  of  the  Board  and  Chief 
Financial  Officer  of  BanicAmerica  Corporation  (BAG) 
since  October  6,  1986.   Since  that  time,  I  am  not  aware 
that  I  personally  have  been  the  subject  of  any 
investigation  for  the  possible  violation  of  criminal 
statute. 

SAC,  the  Bank  of  America  NTiSA,  and  its  affiliates  and 
subsidiaries,  like  many  corporate  entities,  have  been 
involved  in  many  suits  in  the  normal  course  of  business 
during  the  years  that  I  served  as  a  director  and  senior 
officer  of  BAG.  Some  of  these  suits  named  all  the 
directors  of  BAG,  and  I  may  have  been  served  in  that 
capacity. 

From  time  to  tine,  BAG  and  the  Bank  of  America  NTiSA, 
its  affiliates  and  subsidiaries,  and  their  employees, 
because  of  the  nature  of  their  commercial  banking  and 
financial  services  business,  have  been  the  subject  to 
informal  and  fomai  investigations  by,  and  inquiries 
from,  federal,  state,  and  local  authorities  regarding 
various  asoects  of  its  business,  some  of  which,  sucn  as 
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regulatory  investigations,  could  result  in  criminal 
charges.  I  do  not  recall  3AC,  the  Banjc  or  their 
affiliates  or  subsidiaries  ever  having  been  subjected 
to  a  criminal  indictment  or  criminal  filing  during  the 
period  in  which  I  served  as  a  director  and  senior 
officer  of  3AC. 


Give  the  full  details  of  any  proceeding,  inquiry  or  in- 
vestigation by  any  professional  association  including  any 
bar  association  in  which  you  were  the  subject  of  the 
proceeding,  inquiry  or  investigation. 

NA 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  RIEGLE 

FROM  FRANK  N.  NEWMAN 

Q.l.  Fair  Trade  in  Financial  Services — ^This  committee  fash- 
ioned and  the  Senate  has  passed  on  several  occasions  a  bill  entitled 
the  Fair  Trade  in  Financial  Services  Act.  The  legislation  is  de- 
signed to  give  Treasury  negotiators  new  leverage  to  end  discrimina- 
tion against  U.S.  financial  firms  in  certain  markets  such  as  Japan 
and  Korea.  It  would,  in  essence,  move  the  U.S.  fi"om  a  policy  of  un- 
conditional national  treatment  to  a  policy  of  reciprocal  national 
treatment  on  these  matters.  When  Treasury  Secretary  Bentsen  was 
asked  about  the  legislation  at  his  own  confirmation  he  said:  "The 
touchstone  of  our  trade  policy,  including  international  negotiations 
on  financial  services,  is  that  we  must  demand  reciprocity."  Do  you 
agree  with  that?  If  so,  will  you  work  with  this  Committee  to  get 
the  Fair  Trade  in  Financial  Services  bill  enacted  this  year? 

A.I.  U.S.  markets  for  financial  services  are  quite  open  to  financial 
firms  based  in  other  countries.  I  agree  that  it  is  only  fair  that  other 
nations  open  their  markets  similarly  to  American  financial  firms. 
As  noted.  Secretary  Bentsen  has  made  a  clear  statement  making 
reciprocity  an  important  trade  policy  objective.  I  would  be  pleased 
to  work  with  the  Committee  on  fair  trade  in  financial  services,  con- 
sistent with  the  administration's  overall  trade  policy  and  negotia- 
tions. 

Q.2.  Interest  Rate  Rise — The  FDIC  Improvement  Act  required 
the  Federal  banking  agencies  to  formulate  safeguards  against  in- 
terest rate  risk.  Are  the  safeguards  currently  proposed  by  the  regu- 
lators adequate?  If  not,  how  should  they  be  strengthened?  Do  many 
banks  or  thrifts  have  excessive  exposure  to  interest  rate  risk  now? 
If  so,  what  danger  does  this  pose  to  the  Bank  Insurance  Fund? 
A.2.  The  Federal  bank  and  thrift  regulatory  agencies  have  done 
substantial  in-depth  work  on  interest  rate  risk,  including  publish- 
ing for  comment  detailed  regulations  to  go  into  effect  later  this 
year. 

The  management  of  interest  rate  risk  is  an  extremely  important 
function  for  financial  institutions  and  for  examination  by  the  regu- 
latory authorities.  For  some  institutions,  particularly  large  banks 
and  others  utilizing  a  variety  of  modern  financial  instruments,  this 
process  can  be  very  challenging,  and  calls  for  very  well  qualified 
and  well  trained  examiners,  regardless  of  the  models  and  computa- 
tions that  are  used.  This  entire  area  will  receive  additional  regu- 
latory attention  over  upcoming  months  and  years. 

At  this  time,  the  regulatory  authorities  have  indicated  to  me  that 
they  see  no  evidence  of  excessive  interest  rate  risk  in  either  the 
bank  or  thrift  industry,  overall.  The  model  used  by  the  Office  of 
Thrift  Supervision  estimates  that  some  thrifts  may  have  levels  of 
interest  rate  risk,  relative  to  their,  capital  bases,  that  could  call  for 
corrective  action.  These  thrifts  are  being  specifically  examined  to 
determine  appropriate  actions.  In  addition,  rates  have  been  rel- 
atively stable  and  relatively  low  for  some  time  now,  and  continued 
regulatory  attention  is  called  for  and  planned,  in  light  of  potential 
increases  in  the  volatility  of  rates  in  the  future. 
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Q.3.  Disclosure — The  FDIC  Improvement  Act  sought  to  increase 
market  discipline  on  federally  insured  depository  institutions.  But 
to  facilitate  market  discipline,  timely  and  accurate  information  on 
the  condition  of  these  institutions  is  needed. 

A.3.  Financial  institutions  in  the  U.S.  provide  very  substantial 
amounts  of  information  to  the  public,  and  with  greater  frequency 
than  in  many  other  nations  with  well  developed  financial  systems. 
Nonetheless,  as  changes  occur,  I  agree  that  it  is  appropriate  to  con- 
sider how  public  reporting  of  data  might  be  improved,  and  we  will 
give  specific  attention  to  that  issue.  If  the  committee  has  any  par- 
ticular areas  of  concern,  we  would  be  happy  to  give  them  special 
attention. 

The  issues  regarding  public  disclosure  of  CAMEL  ratings  are  ex- 
traordinarily difficult.  I  believe  that  the  ratings  alone,  separated 
from  the  context  of  the  full  examination  reports,  can  be  extremely 
misleading,  and  even  dangerous.  At  the  same  time,  public  disclo- 
sure of  confidential  examinations  would  be  highly  inappropriate, 
could  significantly  interfere  with  the  effectiveness  of  the  examina- 
tions themselves,  and  might  well  impede  corrective  actions.  I  be- 
lieve that  we  should  strive  to  avoid  intentional  or  inadvertent  dis- 
closure of  CAMEL  ratings,  as  risk-based  FDIC  premiums  are  im- 
plemented, and  continue  the  efforts  to  have  banks  provide  ade- 
quate and  timely  factual  information  to  the  public,  for  analysis  by 
depositors,  investors,  and  private-sector  rating  agencies. 

Q.4.  Federal  Home  Loan  Bank  System — ^What  do  you  envision 
to  be  the  future  role  of  the  Federal  Home  Loan  Bank  System?  [For 
example,  some  people  would  argue  that  they  may  have  outlived 
their  role  in  providing  liquidity  to  the  system.]  To  what  extent  have 
Fannie  Mae  and  Freddie  Mac  cut  into  their  function? 

A.4.  In  the  Housing  and  Community  Development  Act  of  1993, 
Congress  asked  the  Treasury  to  comment  on  studies  that  it  had  re- 
quested on  the  Federal  Home  Loan  Bank  System.  These  studies, 
which  should  be  submitted  to  Congress  in  June  of  1993,  are  being 
drafted  by  (1)  the  Congressional  Budget  Office,  (2)  the  Federal 
Housing  Finance  Board,  (3)  the  General  Accounting  Office,  and  (4) 
the  Secretary  of  Housing  and  Urban  Development.  Other  studies 
are  also  being  written  by  Freddie  Mac,  Fannie  Mae,  and  the  Fed- 
eral Home  Loan  Bank  System. 

When  these  studies  are  completed.  Treasury  will  analyze  them 
and  develop  a  set  of  recommendations. 

It  would  also  be  more  appropriate  for  me  to  comment  on  the  fu- 
ture role  of  the  FHLBank  System  and  the  extent  to  which  Fannie 
Mae  and  Freddie  Mac  affect  the  FHLBank  System's  function  at 
that  time. 

Q.5.  SLMA — It  has  been  reported  that  the  Clinton  administration 
is  seeking  to  have  student  loans  made  by  the  Federal  Government 
directly  rather  than  through  banks  as  is  currently  done.  From  a  fi- 
nancial services  viewpoint,  what  effect  would  this  policy  change 
have  on  financial  institutions  which  originate  student  loans,  con- 
sumers (students/parents)  who  obtain  student  loans  from  banks 
and  on  SALLIE  MAE,  the  GSE  with  primary  responsibility  for  the 
student  loan  market? 
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A.5.  The  Clinton  administration  has  proposed  a  new  approach  to 
student  loans,  in  which  funds  would  be  extended  directly  from  the 
Federal  Government,  rather  than  through  banks,  with  a  GSE  guar- 
antee structure.  We  believe  that  this  approach  will  provide  more 
cost-effective  funding  for  student  tuitions.  The  proposal  envisions  a 
transition  program  so  that  any  disruption  to  the  existing  process 
can  be  held  to  a  minimum,  for  students,  parents,  and  schools.  Fi- 
nancial institutions  that  have  been  making  guaranteed  student 
loans  will  lose  that  business,  which  is  a  relatively  small  component 
of  total  bank  lending.  Although  I  believe  that  it  is  extremely  impor- 
tant that  we  do  not  needlessly  and  artificially  prevent  financial  in- 
stitutions from  undertaking  profitable,  capital-enhancing  business 
activities,  I  do  not  believe  that  the  Government  has  an  obligation 
to  provide  specific  business  opportunities  to  banks  and  thrifts,  with 
taxpayer-guaranteed  lending  programs. 

The  proposal  also  envisions  a  transition  process  for  SLMA,  to  be 
conducted  with  due  attention  to  taxpayer  risks,  and  SLMA  has  in- 
dicated its  interest  in  pursuing  other  business  activities  as  the 
Government-guaranteed  program  winds  down. 

Q.6.  Future  Problems — Would  you  please  give  us  your  best  as- 
sessment of  any  future  problems  that  you  believe  may  lie  ahead  in 
the  banking  and  thrift  industries?  Do  you  believe  the  banking  regu- 
lators currently  have  the  ability  to  adequately  regulate  trading  of 
derivative  instruments  by  banks?  How  concerned  are  you  about 
home  equity  loans? 

A.6.  Clearly,  one  of  the  responsibilities  of  the  Treasury  Depart- 
ment, in  coordination  with  the  regulatory  agencies,  is  to  contin- 
ually re-look  at  changing  industry  characteristics  so  as  to  be  pre- 
pared with  appropriate  examination  approaches  and  emphasis. 
This  administration  takes  that  responsibility  seriously  and  is  al- 
ready instituting  appropriate  actions. 

One  such  area  does  deal  with  derivative  financial  instruments, 
which  are  legitimate  modern  financial  tools,  but  which  call  for 
highly  specialized  examinations  in  the  largest  and  most  complex 
banks,  and  considerable  vigilance  when  they  are  used  increasingly 
at  smaller  institutions.  Appropriate  program  enhancements  are 
being  planned  at  the  regulatory  agencies. 

Home  equity  loans,  in  and  of  themselves,  need  not  be  a  cause  of 
major  concern.  Two  fundamental  principles  do  need  emphasis  with 
respect  to  them,  however:  sound  underwriting  practices  and  careful 
examination  of  rapidly  growing  portfolios. 

Although  I  believe  the  banking  industry  is  fundamentally  safe 
and  sound  at  this  time,  longer-term  issues  appropriate  range  of 
services  demanded  by  their  customers  in  efficient,  profitable,  cap- 
ital-enhancing ways.  It  is  essential  that  we  look  ahead  at  these  is- 
sues, so  that  our  Nation  can  have  financial  institutions  that  are  ca- 
pable of  serving  the  economic  and  community  needs  of  a  growing 
and  changing  society. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  FAIRCLOTH 

FROM  FRANK  N.  NEWMAN 

Q.l.  Bank  Insurance  Fund  (BIF)  of  the  FDIC 
A.1. 

•  BIF  had  an  accounting  deficit  balance  of  $7  billion  at  year-end 
1991. 

•  During  1992,  BIF  had  net  income  of  $6.9  bilHon. 

•  The  year-end  1992  deficit  balance  was  approximately  million. 

•  The  accounting  deficit  is  a  result  of  $10.9  billion  of  reserves  es- 
tablished for  estimated  costs  of  future  bank  failures,  beyond  ac- 
tual losses  incurred  to  date. 

•  The  BIF  has  not  used  any  of  the  $30  billion  authorized  to  be  bor- 
rowed from  the  Treasury  to  cover  operating  deficits  and  does  not 
anticipate  using  it  during  1993. 

•  At  year-end  1992,  BIF  had  working  capital  borrowing  from  the 
Federal  Financing  Bank  (FFB)  of  $10.2  billion.  BIF  also  had  as- 
sets in  the  form  of  net  receivables  from  bank  resolutions, 
amounting  to  $27.8  billion  ($53.4  billion  gross  less  a  48  percent 
reserve).  That  is,  BIF  expects  to  realize  $27.8  billion  of  cash  from 
sales  of  assets,  $10.2  billion  of  which  can  be  used  to  repay  the 
working  capital  borrowed  from  the  FFB. 

•  As  of  March,  1993,  only  10  BIF-insured  banks,  totaling  less  than 
$2  billion  in  assets,  are  on  the  FDIC's  critically  under-capitalized 
list. 

•  Current  conditions  do  not  indicate  any  expectation  of  cost  to  the 
taxpayer  from  support  of  the  BIF.  I  believe  that  it  is  extremely 
important  that  Government  policies  promote  a  banking  system 
that  safe,  sound,  and  successful,  so  that  no  taxpayer  costs  will 
ever  be  needed  for  BIF,  while  still  permitting  banks  to  undertake 
responsible  lending  and  other  services  in  support  of  the  economy 
and  the  communities  which  they  serve. 
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